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INTRODUCTION 


T r E are ^ree general ways in which warfare 
and the economic life of nations are related. Firstly, 
ere are the economic backgrounds out of which wars 
eve op. These matters imperialism, trade and financial 
lscriminations, and international economic rivalries— 
ave received much scholarly scrutiny in the period 
s ince The present study does not examine this 

area y much-explored field. Secondly, there are the 
economic necessities involved in waging war. It is 

WU matteis, defensive and offensive, basic and 

strategic, that this book is principally concerned. Thirdly, 
t ere are the economic aspirations which each of the two 
si es in international war seek to serve. Two patterns 
or economic life in the world at large, one as it will be if 
ermany and her Axis associates win the present war, 

C 0t as ** ^e if Britain and her allies win, are 
sketched m the final chapter of this study. 

The economic necessities involved in waging war 

comprise a subject as old as warfare itself. But the arts 

o war always have advanced. Their progress in recent 

times as been so rapid and so far-reaching as to impose 

an unprecedented strain on the economic structure 

ot a nation, and an unprecedented—life or death- 

responsibility on the people concerned. That, in brief, 

is the economic concomitance of “total” war. A 

nation’s economic system must be articulated with the 
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military needs of war ; this involves great shifts ot 
productive effort and important limitations of con¬ 
sumption. It also must be synchronized with military 
needs ; the accelerated tempo of modern warfare calls 
for great speed on the economic front. In both respects 
economic factors are more acted upon than active. 

One of the two means of co-ordinating economic effort 
and sacrifice with the needs of war is by subjecting all 
elements in a nation to the will of a dictatorial state. 
The other is by using the market and the price system 
as a means of securing the ends that are desired. The 
latter method, even when it is effective along productive 
lines, needs inevitably to be supplemented by direct 
restrictions on consumption. Both of these ways of 
securing the economic results that are needed are 
described in detail in this study. The first method is 
illustrated by the recent economic experience of Germany, 
the second by that of Great Britain. The defensive and 
offensive economic stratagems employed by both nations 
also are described and their effects analysed. 

Dr. Antonin Basch, the author of this book, possesses 
unusual qualifications in training and experience for 
dealing with this subject. Few men of his scholarly 
capacities have had comparable opportunities to know 
at first hand the industrial and financial resources of the 
countries concerned, the qualities of their people, the 
strength of the attractive and repulsive forces that bear 
upon them, nationally and internationally. He was 
formerly Lecturer and Professor of Economics at the 
universities of Bratislava and Prague, and for a number 
of years was Director of Research of the Czechoslovak 
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National Bank. He was a representative of Czecho¬ 
slovakia at the European Economic Conference at Stresa 
and at the World Economic Conferences at Geneva and 
London. 

While this book contains much that will interest 
professional economists, Dr. Basch has sought above all 
else to make clear to people who are not technical 
experts the nature of economic warfare. The book is an 
expanded version of a series of six lectures on economic 
warfare delivered at Columbia during the Summer 
Session of 1941. The lectures, like the book, were not 
designed exclusively for specialists in the field of economics 
and they were attended by students and staff members 
from all parts of the university. The Department of 
Economics, under whose auspices the lectures were given, 
and the members of the university community who 
attended the lectures, are deeply indebted to Dr. Basch 
for the completeness and clarity with which he has 
treated a large and complicated subject. The publica¬ 
tion of this book assures the promotion of understanding 
of this critically important subject among a still wider 
audience. 

Horace Taylor 

Columbia University 

I 94 I 



FOREWORD 


The present publication contains in extended and 
completed form a series of lectures delivered at Columbia 
University during the Summer Session of 1941. The 
main purpose of the series was to examine and illustrate 
the economic impact of a great modern total war, to 
outline the special preparation which such war involves, 
and to follow the transformation which the belligerent 
nations are compelled to adopt and which spreads to 
affect the entire world economy. 

It was not, of course, possible in a work of this compass 
to develop a comprehensive theory of the economics 
of war, to analyse, especially, the problem of inflation 
as public expenditures absorb about 50 per cent of the 
national income, or, in particular, to examine in detail 
the special problems confronting the democratic 
countries. For these countries must determine how far 
they can achieve the necessary organization of their war 
economy without a thorough going system of compulsion. 

The main part of the series (the manuscript was 

% 

written for the most part before the Gcrman-Russian 
war began) was devoted to problems confronting the 
countries of Europe. But the principal lesson of the war 
has been the interrelation today of the whole w'orld 
economy and the validity of the theses of collective 
security and an indivisible peace. The necessity has 
become apparent of providing in the future for a world 
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organization to prevent any preparation of economic 
aggression which may pave the. way for military 
aggression. I have been able only to outline some of 
these future problems as well as to point the present 
lessons. 

The attempt of totalitarian powers to overcome the 
disadvantage of their lack of economic resources by 
thorough preparation and organization for war will not, 
I believe, succeed : the distribution of the world’s 
wealth will not be permanently' altered by conquest. 
Much of the wonder and mystery of these regimes will 
disappear and many old simple truths will again be 
appreciated. Europe will be the principal sufferer in 
a tremendous destruction of values. A new disciplined 
democracy, liberated from the egoism and opportunism 
of political parties and aware of the world’s political, 
economic, and social interrelation, will face the con¬ 
structive task of understanding and solving the world’s 
economic and social problems. One of the chief products 
of the present war is certainly the clear knowledge that 
freedom and democracy can be maintained, granted 
that excess egoism and nationalism are overcome, 
only if it is defended with determination and a real 
willingness for sacrifice. 


I am under special obligation to the Department of 
Economics of Columbia University for having invited 
me to deliver these lectures. Particularly I wish to 
express my most sincere thanks to the Chairman of the 
Department of Economics of Columbia University, 
Professor Horace Taylor, who encouraged me to publish 
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this series of lectures and to whom I owe many valuable 
suggestions. 

My sincere thanks are due to Miss Betty Moore, 
assistant in economics at Brown University, for her 
highly efficient help in the linguistic and secretarial 
preparation of the manuscript. 


New York 
1 94 * 
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PUBLISHER’S NOTE 

The Publishers regret that owing to war conditions 
it has been impossible to publish this book earlier. The 
author’s manuscript was completed in the summer of 
1941 in the U.S.A., and the book was published in 
New York in the early autumn of that year. Much has 
happened since then—especially the entry into the war 
of Japan and the U.S.A., and the 1942-43 Budget in this 
country—which would have made revision of this book 
desirable had not the author been so far away. None 
of these events, however, in any way invalidate the main 
theme and argument of the book, which in the Publisher’s 
opinion are of such vital and permanent importance as 
to justify them in issuing the book in this country without 
further delay. 



Chapter I 

THE ECONOMIC PREPARATION FOR WAR 

THE ECONOMIC CAUSES OF WAR 

The character of totalitarian war has changed to a 
great extent the relations between war and national 
economy which have prevailed for over a century. Under¬ 
standing of this change is essential in the study of the 
economic causes of war, the economic impact of totali¬ 
tarian war, and its economic and social consequences. 
Totalitarian war in its very nature demands the fullest 
efforts and sacrifices of the whole community, and there 
is no possibility of estimating its future effects on special 
sections of economic life or on particular economic 
interests. Therefore, a great modern war cannot be 
explained by theories which appeal to particular economic 
causes such as conflicts in foreign trade, or the interests of 
bankers, big business, and industry. Even the assignment 
of war profits as a motive cannot be taken seriously 
into consideration, despite the obvious efforts of the 
armaments industry everywhere to be on good terms 
with all national governments. 

There are, of course, various theories which try to 
explain the present war mainly in terms of economic and 
social factors. The cause most commonly designated 
is the Versailles Peace Treaty, and especially its economic 
sections. No one could wish to pretend that the Versailles 
Treaty was a perfect work. It did, however, provide a 
general framework for a new world organization ; there 
is no doubt that—despite the initial economic mistakes 
in its application—some suitable basis could have been 
discovered. This might well have been achieved if a 
new generation had been given time to carry out the 
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treaty’s principal ideas, and had been unhandicapped by 
all the repercussions of the war. 

In any event, when the war menace became really very 
acute in 1938, the particular articles of the Treaty which 
had been most heavily attacked were no longer in force. 
They constitute no valid excuse for German policy. 

In considering the importance of various economic 
and social forces in Germany, it is necessary to examine 
independently the years before 1933 and the period of 
the Nazi regime. After 1933 the initial steps were taken 
in preparation for the present catastrophe, first as indirect 
and then as direct economic mobilization and aggression. 
In view of the fact that there was only one great power 
which set up in peace time an organized war economy 
(under the name of defence) and kept steadily strengthen¬ 
ing it during the six-year period, the Tuture historian 
will not find it difficult to explain the last years leading 
up to the present war. The more important and 
difficult task will be to explain the origin and reasons 
for the Nazi regime, and then its success in Germany and 
abroad. This cannot be done without a thorough 
analysis of postwar economic and social policy, but a 
merely economic and social interpretation of Nazism 
would be overnarrow and misleading. Let us emphasize 
the following main features of this period : World 
economic equilibrium, based before 1914 fundamentally 
on the functioning of the British system had been 
destroyed, and no system organized in terms of inter¬ 
national co-operation had taken its place. The adjust¬ 
ment of production to consumption in various parts of 
the world was never undertaken in a manner appropriate 
to the urgency of the situation. The problem of inter¬ 
national debts and transfer was not organically settled ; 
and foreign trade policy was not adjusted to the positions 
of creditor and debtor nations. The old truth—that 
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only in an expanding world economy is it possible to 
achieve a step-by-step solution of critical points or 
bottlenecks—was not adequately recognized and adopted 
as a basis for action. In such a disorganized world order, 
the great difficulties of the German economy became 
even more serious. The success of a democratic policy 
in Germany depended on concerted international action. 
The post-war governments were not equal to this enormous 
task, and instead of initiating a real settlement of all such 
complicated problems they preferred mostly to follow 
the path of least resistance. I do not wish to speak of 
natural economic laws ; it is sufficient to say that there 
are some basic principles and truths which are closely 
related to any national economy. It is impossible to 
disregard them permanently without creating a situation 
which leads certainly in the long run to severe crisis. 

When, as the result of the structural dislocations of 
the world depression, the number of unemployed labour 
rose to thirty millions, it became urgent to assure to 
labour a greater degree of social and economic security— 
and that within the democratic organization. The 
political and social importance of this problem was not 
recognized in time, and its exploitation as an effective 
propaganda item was partly responsible for the Nazi 
success at home and abroad. 

But the problem was not a purely German one. The 
general European economy, of which Germany is of 
course an important part, was not balanced after the 
war, nor was it adjusted to the changed world situation. 
A detailed analysis of this enormous complex may help 
to demonstrate the forces which made possible the Nazi 
victory. And this analysis involves problems far more 
complicated than those often brought forward as con¬ 
stituting causes of the war—namely, population pressure 
and the associated demand for living space. Hitler 
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himself said to the Reichstag on April 28, 1939 : “ It is 
intolerable that one nation should demand territorial 
expansion when there are less than fifteen inhabitants to 
the square kilometre, while other nations are forced to 
maintain 140, 150, or even 200 in the same area.” 

According to the German conception, the Reich should 
have 4 per cent of the world area, corresponding to its 
percentage of world population, whereas its actual 
territory is less than 0-5 per cent of world area. But the 
same disparity applies to most European states : the 
figures are for Poland, 1 *6 per cent of world population 
and 0-3 per cent of world area ; for Czechoslovakia, 
0-7 per cent and less than 0*2 per cent ; for Holland, 
3 • 5 per cent and 1 • 5 per cent. Actually, it is the problem 
of all Europe, exclusive of Russia, and must be related to 
Europe’s position in world production and world trade. 
For a long time it has been acknowledged that the 
Continent is relatively overcrowded (a problem which 
cannot be solved by war). 1 But it becomes difficult to 
accept this argument when at the same time the Third 
Reich supports an increasing birth rate, subsidizes 
marriages and large families, prohibits emigration, calls 
back German nationals from abroad, and as early as 1938 
imports foreign workers to meet a labour shortage. 

The demand for greater living space ( Lebensraum ) 
correlative with the thesis of over population has in the 
last few years been demonstrated to be only an attempt 
to conceal a political and strategic technique for dominat¬ 
ing lesser powers. In asking for more living space, 
Germany asserted that “ there are certain areas which 
by virtue of their geographical situation and economic 
resources, or it may be in virtue of historical association, 
are of special and perhaps exclusive interest to the Great 

1 See R. R. Kuczynski, Living Space and Population Problems (Pamphlets 
on World Affairs, No. 8, Oxford University Press, 1939), pp. 5, 8 ff. 
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Powers bordering on them. Those powers claim to enjoy 
a special economic position in their Lebensraum, and 
above all to take in them the measures necessary to their 
own strategic security ’V The real nature of the German 
living-space theory is clear from the fact that Germany 
included in its living space not thinly populated overseas 
countries, but the area of central and eastern Europe with 
overcrowded agricultural populations. 

It is unnecessary to enlarge on the point that a larger 
living space can be gained in Europe only at the expense 
of other nations and by means of conquest and domina¬ 
tion. Germany’s claim—accepted by people who do not 
understand this particular problem—was simply an 
attempt to conceal her real purpose. 2 No such arguments 
are sufficient to explain even the economic background of 
this war. The whole picture should have become clear 
when the new regime immediately established a really 
aggressive economic policy. 3 

THE POLICY OF AUTARCHY 

The organization of a new totalitarian Germany since 
1 933 marks the beginning of profound changes in Europe 
and virtually the end of efforts toward international 
economic co-operation. Germany was transformed into 
a planned and centrally administered economy, although 
the real purpose of the new programme was always 
concealed by party-sponsored explanations. It was clear, 

1 C. A. Macartney, The Dambian Basin (Pamphlets on World Affairs, 
No. 10, Oxford University Press, 1939), p. 28. 

2 “ The plea for Lebensraum has often been the disguise for other 
sinister intentions.” Lionel Robbins, The Economic Causes of War (Mac¬ 
millan, London, 1940), p. 80. 

3 I do not think it correct to compare this with the Russian economic 
policy after the revolution. Russia’s object was not an economy of the 
same high degree of development and the same vertical structure—it was 
not a transition, as in Germany, from a capitalistic to a totalitarian planned 
economy. 


2 


6 


Economic Preparation for War 

however, that international co-operation was a secondary 
consideration, and that the policy of autarchy reflected 
another very important element of the world’s economy. 

The aim of the policy was not an improved standard 
of living, although this was emphasized during the years 
of great unemployment. Rather the new regime estab¬ 
lished a real national defence economy— Wehrwirtschaft — 
with all other purposes subordinated to the ultimate 
goal of an impregnable military system. The leaders 
have thought and operated in terms of Realwirtschaft 
(real economy) instead of monetary economy. The 
unconditional priority of all processes important for 
national defence was plainly stated and systematically 
effected, regardless of costs and sacrifices. Such a policy 
means that despite increasing production and larger 
national income, per capita consumption should remain 
constant, or even, if necessary, decline. Within a 
centrally planned and administered economy, this can 
be achieved without great difficulty ; it is illustrated to 
a certain extent by the first Russian five-year plan, which 
proposed to extend production of capital goods at the 
expense of goods for mass consumption. The motto 
“ guns instead of butter ”—not taken seriously abroad— 
was adopted by Germany without reservation, and was 
as fully carried out. 

The war economy was only one manifestation of 
Germany’s territorial ambitions. A complete plan for 
political and military expansion was developed, based 
on the experiences of the last war and projecting future 
military strategy. The function of Wehrwirtschaft was to 
render any possible blockade ineffectual. Hitler said, 
“ All thoughts of a blockade against Germany may as 
well be buried now, for it is an entirely useless weapon.” 1 

1 To the Nazi Party Congress in Niimberg, September 12, 1938 ; quoted 
from Hellmut von Rauschenplat and Hilda Monte, How to Conquer Hitler 
(Jarrolds, London, 1940), p. 26. 



Economic Preparation for War 7 

Before the outbreak of the war many features of the 
plan were concealed or even publicly denied. Usually it 
was argued that the economy of autarchy was forced 
upon Germany. After German military successes, how¬ 
ever, prominent people there began to describe the 
preparation and operation of the programme. Let us 
quote some very interesting statements. In the January 
1940 issue of Der Vierjahresplan , an official publication, 
M. Korner gave the following description of the general 
character of pre-war economic mobilization : “ To turn 
the whole work and life of 80 million people toward war, 
to regulate the consumption of food and of important 
consumer goods, to direct factories and labour to meet the 
one central purpose, to distribute raw materials, and to 
solve a quantity of other questions is an unprecedented 
accomplishment in a national economy—the concentra¬ 
tion of all economic forces upon the product which is 
thought most‘important in the fight for defence.” 1 It 
is no doubt the best example in modern economic life 
of the organization of a whole national economy for 
several years with one primary purpose—preparedness 
for war. 

The semi-official Deutscher Volkswirt 2 describes the 
building up of the programme : first, the final turning 
away from liberalism ; then the increase of domestic 
production under the first four-year plan ; next, the 
further increase of production for economic and military 
armament ; then at the end of 1938 a new task—national 
economic planning, which became necessary because of a 
shortage of labour and raw materials ; and, finally, the 
transformation of the entire organization for the actual 
conduct of a war. It is emphasized that “ nothing was 

1 Der Vierjahresplan (January 5, 1940), p. 767. 

2 Hans W. Aust, “ Dynamische Wirtschaftsflihrung,” Deutscher Volkswirt 

(March 15, 1940), p. 767. 
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left to fortune. All was organized with consciously 
pledged determination, and well regulated and pushed 
forward 

The leading member of the economic department of 
the German General Staff, W. Becker, wrote in 1940 in 
summarizing the effects of the defence economy : “ Since 
1 933 German economic policy has been transformed from 
pure defence against the world economic crisis to the 
following of new national social and political aims, as 
well as to the creation of the Wehrwirtschaft which 
anticipated the total war blockade.” 1 

It is not our task to describe the organization, the 
execution, and the results of the Wehrwirtschaft in 
Germany ; we shall limit ourselves to the main principles 
and achievements of the plan. Future history alone can 
show how it was possible to build up during a period of 
six years a complete economic military machine on a 
totalitarian pattern without any serious opposition from 
other great nations. It must have been widely known 
that the German economy was heavily dependent on raw 
material imports from democratic countries. A partial 
explanation may be the fact that a world believing in 
traditional economic principles underestimated the 
strength and the dynamic force of a seemingly static 
totalitarian economy. 

As is well known, when the new regime started in 
Germany the huge reservoir of unemployed facilitated a 
rapid expansion of armament production ; this was 
followed by a great effort to achieve self-sufficiency in 
food supplies ; and finally a policy of almost complete 
autarchy was declared by Hitler in his speech of Septem¬ 
ber 9, 1936 : “ And to-day I hereby proclaim the new 
Four Year Programme as follows : Four years from now 
Germany must be entirely independent of foreign nations 

1 Deutscher Volkswirt, Supplement (March 25, 1940), p. 23. 
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with regard to all materials which can in one way or 
another be supplied by the German genius in our chemical 
and machine industries and in mining. The construction 
of this great new German raw materials industry will 
employ the masses who will become free after the con¬ 
clusion of rearmament in a way that best serves the 
national economy.” 1 

Thus Germany followed the full course of a policy of 
national self-sufficiency, regardless of costs of production, 
of prices of various commodities, and of relations with the 
world economy : foreign trade policy became only an 
instrument of the defence economy. Germany’s economy 
became more and more separated from international 
economic relations, which were not considered of primary 
importance. Despite the later emphasis on the slogan 
“ Germany must export or die ”, the government was 
not prepared to change its autarchic course and return 
to full economic co-operation with other countries. 
Such an adjustment of the structure of German national 
economy was impossible within the Nazi organization. 
The policy of autarchy was considered useful and necessary 
to protect the country from the dangers of world economic 
crisis and war. 

Germany’s whole economic policy became independent 
of international considerations as far as possible— 
monetary and price relations were a more or less artificial 
link. The first large field of this policy was agriculture, 
where the new regime simply carried on and completed 
the protectionist programme inaugurated before the 
world crisis. The prices of agricultural products were 
regulated officially so as to become independent of all 
other price fluctuations. It was hoped that the farmers, 
guaranteed prices and markets, would increase production 

Hans Staudinger and Fritz Lehmann, “ Germany’s Economic 
Mobilization for War,” National Industrial Conference Board Economic Record 
(July 24, 1940), p. 294. 
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as much as was necessary to secure self-sufficiency. 
Although it is difficult to obtain definite figures on 
Germany’s success in this effort, and although opinions 
vary, nevertheless it can be assumed that Germany’s food 
position was stronger in 1939 than in 1914. 

Brandt estimates that Germany has attained a domestic 
food production adequate to 87 per cent of her needs 1 ; 
other estimates go only to 83 per cent. There is, of 
course, a great deficiency in fat supply, of which only 
about 56 per cent was home produced (of 2,100,000 tons 
of animal consumption, only 1,200,000 tons were pro¬ 
duced within Germany). 2 But all these estimates have 
to rely on many indirect sources. Furthermore, German 
capacity in this respect was underestimated because of 
incomplete documentation. (It is accordingly interesting 
to find that between 1933 and 1938, as a result of develop¬ 
ing home production, the total supply of fats increased 
by 281,000 tons, but that the increase was not consumed. 3 
In fact, the annual per capita consumption of fat fell 
from 58 pounds in 1932 to 55 pounds in 1937). 4 The 
estimate that total agricultural production has increased 
by 10 per cent since 1933 may not be inaccurate. 5 
The fact must not be overlooked that large stocks of all 
kinds of foodstuffs had been collected before the outbreak 
of the war, and, as a matter of fact, the volume of these 
stocks was generally underestimated. 


1 Karl Brandt, “ Foodstuffs and Raw Materials,” in War in Our Time , 
ed. by H. Speier and A. K&hler (Norton, New York, I 939 )> P- 111 * 

2 Rauschenplat and Monte, op. cit., p. 29. 

3 Nature , CXLVI (December 21, 1940), p. 786. 

4 Financial News (Survey in “ Germany’s Bid for Self-Sufficiency,’ 
a reprint of a series of articles, May, 1939), gives the following figures 
for self-sufficiency in agricultural products : wheat, 78 per cent of total 
consumption ; rye, 97-4 per cent ; barley, 93*4 per cent ; eggs, 18 4 per 
cent. 

5 Werner Klatt, Germany's Food in War and Peace (Twentieth Century 
Fund, 1939 ), P- 702. 
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Achievements in industrial production were, of course, 
greater. The following figures are important. The entire 
industrial production of Germany (not including Austria 
and Czechoslovakia) was 28 per cent greater in 1939 
than in 1913. With those two countries, the increase 
was perhaps 50 per cent. 1 The index of industrial 
production rose from 58 in 1932 to 125 in 1938/ that of 
producers’ goods from 46 to 136 (195 per cent increase), 
and that of consumers’ goods from 78 to 109 (39 per cent 
increase). Of course, various articles needed for arma¬ 
ment—uniforms, automobiles, etc.—were included among 
consumers’ goods. 

The above figures show the trend of German develop¬ 
ment. It must be further considered that Germany in 
1932 was already a highly industrialized country, in 
which the manufacturing equipment had been recently 
modernized with the help of foreign credits. This rapid 
expansion since 1933 has increased considerably 
Germany’s share in world industrial production. 

The increase of industrial production included a very 
thorough and comprehensive plan for all industries 
important for national defence—not only armament 
factories, but also all plants manufacturing raw materials 
or semi-finished goods for the armament industry. The 
authorities working out this programme relied on expert 
technical advice, and it is clear that German industry 
was fully co-operative. Thus a tremendous capacity was 
built up for meeting all direct and indirect needs of 
national defence. In the iron and steel, chemical, 
electro-technical, machine, rayon, cellulose, and other 
industries, basic capacity was extended. Reserve factories 
and even underground plants were established, regardless 

1 J. C. De Wilde, J. F. Green and H.J. Trueblood, “Europe’s Economic 
War Potential,” Foreign Policy Reports (October 15, 1939), p. 1398. 

2 Wochenberichte des Instituts fur Konjunkturforschnng , No. 8, 1939, p. 42. 
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of cost and economic need. Full preparation for war was 
the only decisive factor, and economic life had to conform. 

But as an enormous capacity for war purposes was 
built up, the problem of raw materials became more and 
more important. Three distinct measures had been taken 
to remove this dangerous bottleneck : the use of all 
domestic resources of raw materials, the establishment of 
substitutes industries, and the accumulating of large 
reserve stocks. By means of the first, through the 
exploitation of hitherto unworked low-grade ores, output 
of iron ore was increased from 6,000,000 tons in 1935 to 
10,900,000 in 1938 ; and, according to the plan of the 
Hermann Goring Werke, output should reach about 
20,000,000 tons in 1941. Similar efforts, with less success, 
have been made with copper ore, lead ore, and so forth. 
The production of magnesium was greatly extended ; 
and the 1939 output of aluminium was about 180,000 
tons, despite the fact that the most important raw material 
—bauxite—had to be imported. In addition, fairly 
successful attempts were made to produce aluminium 
from domestic raw materials. 1 

A really great achievement from the technical point 
of view was the large-scale manufacturing of certain 
substitutes—of synthetic oil, rubber, textile fibres, and 
plastics. Although very few official statistics have been 
published (reporting statistical data on plants of military 
importance was forbidden after 1934), there are some 
indications regarding the volume of production at the 
beginning of the war. Synthetic oil production was 
2,000,000 tons, or nearly one-third of peacetime con¬ 
sumption ; synthetic rubber, about 30,000 tons ; staple 

1 Financial Mews (May 1939), gives the following figures for production 
of minerals : iron ore, 27-5 per cent of German consumption ; copper 
ore > 3'9 P er cent » i ea d ore, 9‘8 per cent ; zinc ore, 64 3 per cent ; 
magnesite, 17-5 per cent (with Austria, 141-7 per cent) ; petroleum, 
io-9 per cent; pyrites, 21-4 per cent. 
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fibre about 200,000 tons, with production further 
increasing ; the production of all plastics was very large, 
and their use was steadily widening. There is no doubt 
that synthetic production has been further extended 
during the war, and that new plants have been established 
also in Czechoslovakia and Austria. 

It is clear that from the world-economy point of view 
the greater part of the production of substitutes is waste 
of labour and capital : for example, supplies of wood 
which took years to produce are used for staple fibre to 
replace annually maturing cotton, and coal and lime 
are made to take the place of natural rubber grown 
yearly. It must, of course, be conceded that these are 
high technical achievements, and that new uses of a 
permanent character will arise for some such products. 

Generally the importance of the substitutes industry 
to the German war economy was underestimated abroad. 
For instance, the true role of plastics in the armaments 
industry was not recognized. Too much weight also was 
given to the difficulty of the high cost of production, 
which is not so significant in a totalitarian economy. 

There were, of course, other limits to the whole 
tremendous programme of war activity in Germany, even 
before the war, set by the supply of labour, by German 
access to industrial raw materials, particularly coal, iron, 
and timber, and by transportation facilities. All these 
resources can be used for only one purpose, and the total 
productive capacity of a nation depends on the way in 
which they are related to one another. Just before the 
outbreak of war, it seemed that these limits had been 
reached: the working tempo slowed down, labour imports 
from abroad were intensified, female labour increased, 
and transport difficulties became more grave. 

But economic planning for war had already given 
Germany a tremendous initial advantage. Not only had 
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the German army obtained the most up-to-date equip¬ 
ment and accumulated great armament reserves, but the 
whole manufacturing machinery had been thoroughly 
organized to provide whatever was needed for war. And 
the stocks of all kinds of raw materials acquired since 
1937 were greater than official statistics on production, 
consumption, and imports indicated. (Stocks of oil were 
later estimated at 6-8,000,000 tons. There were large 
stocks of metals and of all kinds of semi-finished goods 
needed for armament.) 

Thus Germany started the war with her fighting 
forces fully equipped and her industry thoroughly 
organized in preparation for anticipated war needs and 
possible emergencies. To combine all that to build 
a complete defence economy to a state of complete 
preparedness—was, of course, possible only within a 
totally new economic structure, a structure transformed 
from capitalism to an economy centrally planned and 
administered to achieve a single aim. Prices and wages 
were fixed and controlled ; production and labour were 
commandeered ; consumption of consumers’ and pro¬ 
ducers’ goods—civilian as well as military—was regulated 
and even rationed ; investments and the capital market 
were managed directly and indirectly ; foreign trade was 
completely regulated. Germany became detached from 
the world economy and devoted her fullest efforts to the 
achievement of the greatest possible self-sufficiency. 

The well-known economic freedoms of the capitalistic 
economy were successively abandoned : prices and wages, 
labour, production and consumption, internal movements 
of capital. Price and market economy was rejected. 
(The promise of economic security made the new situation 
attractive to labour.) An economy static in its regulated 
single elements became dynamic under a central leader¬ 
ship. The greatest care was taken to manage German 
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economy with regard to the achievement of the ultimate 
goal, and it is only fair to admit that Nazi Germany 
tried to benefit from all expert technical and economic 
advice, so far as it fitted into the general plan. Only the 
Russian economy can be compared with Germany’s in 
regard to central planning and requisitioning. The fact 
that Germany accepted private property to a certain extent 
cannot be regarded as an essential difference between the 
German and the Soviet economic organizations. 

Due mainly to this centrally planned and administered 
economy and to the already mentioned conception of 
the Realwirtschaft , the financing of the defence economy 
was carried out without the difficulties expected by those 
who ignored the new economic structure. The task was 
to canalize a considerable proportion of national income 
for war preparations. This proportion was officially 
stated for the period preceding the war at 90,000,000,000 
reichsmarks, but certainly the expense to private industry 
resulting from the programme of self-sufficiency is not 
included here. Despite difficulties at various points, the 
financing was managed without any open currency 
inflation, or even a dangerous credit expansion. It 
cannot, of course, be said that the process was entirely 
voluntary. Receipts from taxes and customs duties 
increased from 6,647,000,000 reichsmarks in the fiscal 
year- 1932-33 to 13,964,000,000 in 1937-38, and to 
17-18,000,000,000 reichsmarks in 1938-39. The German 
national debt in 1933 was only 13,100,000,000 reichsmarks 
(due to the inflation and cancelling of reparation pay¬ 
ments), and was estimated at the beginning of the war at 
51,400,000,000 reichsmarks. 1 Thus the higher returns 
from taxes and the government’s large borrowing on a 
controlled market provided the financial means for the 

National Industrial Conference Board Economic Record (July 24, 1940), 
p. 306. 
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execution of the whole programme. Germany started 
this period with an unorthodox and risky financial policy 
which could succeed only in a fully controlled economy 
with complete management not only of the capital 
market but of practically all national expenses. The 
taxation, borrowing, and other measures necessary for 
armament financing, together with price fixing and 
rationing, reduced purchasing power and prevented the 

beginning of inflation. 

ECONOMIC AGGRESSION 

The beginning of the economic war is to be dated at 
1933, when, the new German economic policy having 
been established, that development which we shall call 
an “ economic aggression ” took place. In view of the 
enormous importance of war economy for actual warfare, 
it can be said that this development was the first step 
toward war. The expanding and autarchic character 
of the German totalitarian economy not only disturbed 
competitive cost economy, ruptured the natural price 
situation, and strengthened latent tendencies toward 
economic nationalism, 1 but it further aggravated the 
unbalanced social and economic position of Europe and 
the world generally. Knowing what unfortunate results 
the protectionist measures taken by large states have 
always had, we can see what influence the much more 
drastic German programme must have exercised on the 
whole situation in Europe. 

And in consequence a great problem arose : how 
would the democratic states react, how would they face 
this economic aggression and approaching military 
danger ? The question was whether democracies would 
be able to prepare for war while maintaining their basic 

1 Karl Brandt, “ Foodstuffs and Raw Materials " in War in Our Time 
(ed. by Speier and Kahler), p. 123. 
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economic and political organization, or whether the only 
possibility for them was to follow the war economy pattern 
of the totalitarian states. The fatal unpreparedness of 
the democracies in recent history seems to confirm the 
second opinion. Kahlcr, for instance, says : “ Dictator¬ 
ships can achieve this balance—in armament—at a level 
which gives them an armament potential that democracies 
can hardly reach without serious social disturbances,” 
and speaks of the “ special armament capacity of dictated 
economies He rightly calls this problem a challenge 
to democracies to achieve that which may prove 

unattainable without vital changes in economic and 
social life. 1 

But the recently revealed fact of economic and military 
unpreparedness, although extremely grave, is not yet 
sufficient to prove the failure of the democratic system. 
History will have to examine why the democratic nations 
were so slow and shortsighted, and the reasons assigned 
for it will be as different as they will be fundamental. 
The question is whether democracies can prepare for 
total war in a time of military peace, and whether they 
can go so far as to ask even a considerable sacrifice for 
this purpose in the form of increased production and 
services and an attendant reduction in consumption. 
The process is certainly more difficult than in totalitarian 
states, because it involves securing the consent of the 
entire nation and convincing it that such sacrifices are 
necessary. If the process is started, however, and started 
in time, it can certainly be carried through, since to meet 
the demands of total war, the large democratic nations 
can call upon greater resources, greater flexibility, and 
greater freedom. The situation may have been similar 
to the armament race before 1914, but, if the democracies 

1 Alfred Kahlcr, “War Expenditures and Economic Balance,” in ibid.. 
PP- 2 43 > 244. 
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had begun their preparations earlier, they would have 
been taking an effective step against aggression Of 
course, there is the further question of the relation 
between democracy and a controlled and planned 
economy, which we shall discuss more fully later. 

For those who identify democracy with laissez-faire 
capitalism, it will be difficult to admit the possibility of 
a defence economy in a democratic regime. I hope this 
opinion is held by only a small minority. The question 
becomes : what are the peacetime limits to economic 
planning for defence by a democratic organization ?. The 
answer depends on the determination, unity, and discipline 
of the nation, the condition of the material and human 
resources and facilities making up its war potential, the 
extent of economic aggression by totalitarian states, and 
the timing of the defence policy. The success of the 
programme further depends on the size and strength of 
the state. Small states will be unable to bear the heavy 
burden and necessary sacrifices over a long period of time 
—not because of their democratic character, but because 
of their relatively weak economic and military positions 

in total war. 

There can be no doubt that democratic states could 
achieve strong, efficient defence economies without giving 
up the basis of either their economic or their politica 
organization. Much that is actually the result o 
temporary maladjustment is blamed on the democratic 
system. It is possible within the framework of a demo¬ 
cratic state to organize (and if necessary subsidize) various 
important war industries, or even build shadow (reserve) 
factories, to train skilled labour, to acquire large stocks 
of various commodities, to prepare all the details of 
economic mobilization, and so forth. These are problems 
of organization requiring planning, discipline, and 
determination, but not the suspension of the democratic 
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regime ; and failure to solve them does not prove the 
essential incapacity of democracy. 

The tragic fact remains that the great democratic 
nations did not recognize and evaluate the real character 
and danger of German economic aggression, and 
accordingly did not mobilize their resources to meet the 
situation. They were too faithful to the French theory, 
which emphasized the necessity for future strength in 
economic war potential rather than the immediate 
mobilization of it. Even so, because they possessed 
initially superior war potentials, the democracies were not 
foiced into the policy of self-sufficiency and of defence 
economy in the German sense, but could attend more 
to the development of the armament industry itself, 
including all goods and equipment required for a modern 
war. The greatest potential de guerre is of no use, however, 
if an enemy superior in speed and efficiency of action 
secures the victory before this potential can become 
really effective. 1 

Both Great Britain and France, as budget expenditures 
show, began large-scale preparations for "defence only in 
! 93 ^- 2 John Maynard Keynes suggested in August 1938 


m 1 H ‘ Q Hellme . r ’ “ Ef £ cktiv sie S l uber Potential,” Deutscher Volkswirt 
(June 28, 1940), p. 1362. 

MT ck Grecn > Economic Mobilization of Great Britain Foreign 

British ^budget/ were' ' ' 939> ’ “P™ dilur “> “‘cording to the 

1 935 137 million pounds 

1 93 g 186 million pounds 

*937 262 million pounds 

. 1 938 4 00 million pounds 

In the whole-year period the budget’s defence provisions were 985 million 
pounds. German defence expenditures for the same four years amounted 

Lnnrnn? a V 5 0r r£ ,Ilon .]F und *- J he b ^get for 1939 contained defence 
appropriations of 630 million pounds, estimated at 12 per cent of national 

‘ nc ® m * Germa "y p the same year spent 2-2$ billion pounds, or 30-33 per 
cent of German national income. ^ 

m J r r l a " C r e ’ ^T ordin L S to the budget, spent 74 billion francs (10 billion 

Snorri between 1934 and the first half of 1939 5 that is a small 
Iraction of German expenditures in the same period. 
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that the government accumulate and carry over 
permanently £500,000,000 worth of goods, at an annual 
cost of about £20,000,000. And it was not until July 1939 
that Great Britain created a special Ministry of Supply for 
the purpose of hastening economic mobilization, and of 
effecting some kind of planning and administration in 
this section of national economy without destroying basic 
democratic principles. More specifically, the Ministry 
was to secure priority for government orders, to requisition 
when necessary the output of certain industries, to 
examine records and fix prices in disputes between 
industry and the government, to provide storage facilities, 
and so forth. 

Fiance was relying on natural resources even more 
heavily than Great Britain. A plan for economic 
mobilization had been worked out, but little was done in 
the preparatory period to bring it into effective opera¬ 
tion. Only after Munich, and still more clearly after the 
German occupation of Prague, did France recognize 
the necessity for speeding up ; by June 1939 estimated 
military appropriations for that year exceeded 50 billion 
francs, or one-fifth of the accepted figure for the French 
national income. 1 

The French Parliament adopted a law promulgated 
July 11, 1938, granting the government sweeping powers 
for mobilization of the nation’s resources in time of war 
and authorizing it to undertake peacetime planning for 
war needs. This law served as the basis for many decrees 
proclaimed by the French Cabinet after it assumed 
emergency powers on March 19, 1939. But it was obvious 
that these measures could not cancel the time handicap. 

Of course, economic and military defence preparations 
were considered necessary by many states of central and 

1 David H. Popper, “ The French War Economy,” National Economic 
Conference Board Economic Record (July 24, 1940), p. 313. 
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eastern Europe, which felt themselves especially menaced 
by Germany’s expansion. As already pointed out, the 
situation of smaller states in modern warfare is unusually 
difficult because of the lack of natural resources, the more 
severe effects of the war burden on public finances, and 
so forth. Czechoslovakia can be taken as an example 
of one such country which was trying to make defence 
preparations. She had, by even Germany’s admission, 
done everything possible to meet the imminent danger— 
to achieve a strong, defence without abandonment of the 
democratic system. The Czechs were fully aware that 
the work must begin in peacetime. A special law on 
May 13, 1936, authorized the government to take all 
military and other measures, including planned exploita¬ 
tion of economic and political forces, necessary to protect 
the nation against aggression. A Supreme Council for 
National Defence was established to plan economic 
mobilization in the production, distribution, and con¬ 
sumption of goods. 1 Another section of the same law 
gave the government wide powers in connection with 
industrial production. 2 These measures permitted 
Czechoslovakia to make large-scale preparations and, 
despite a few extraordinary steps dictated by the 
emergency, to retain democratic control. 


1 The following tasks were specifically mentioned : to assure production 
of agricultural and industrial goods as well as supplies of raw materials, 
to provide an adequate food supply for the armed forces and civilian 
population, to issue directions for the allocation of labour, and to determine 
the financial measures necessary in an emergency, including the principles 
of price policy. 

2 Industrial enterprises important for national defence were required 
to give information regarding their equipment, production, supply of raw 
materials, and the possibility of shifting from peace to war production ; 
they could be compelled to keep a prescribed stock of raw materials. A 
specially designated group of “ registered enterprises *' could be ordered 
to adapt their technical equipment to enable them to increase production 
in an emergency, as well as to move plants to points selected by military 
authorities, and to change and extend their production. A detailed 
programme for national defence was thus prepared. 


3 
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The effects of far-reaching and continued defence 
preparations were clearly evident in Czechoslovakia. 
Over a period of years, they come to exert heavy pressure 
on the democratic institutions of a small state ; increasing 
sacrifices generate friction and menace economic equili¬ 
brium in a manner not unlike that of actual warfare. 
The individual measures are less important than the 
extent and duration of the whole programme, and that 
is dictated by pressure from the great totalitarian defence 
economies. 

A similar situation developed in other European 
countries. The shadow of war hung over economic life. 
Armament production was pushed, new plants were built, 
and even in small countries the policy of self-sufficiency 
in strategical commodities was adopted. “ Strategically 
safe ” areas were designated, to which old industries were 
transferred, and in which new industries were established. 
Output was increased, capacity enlarged, and reserve 
(shadow) factories were constructed. Everywhere, along 
with high industrial activity and an apparent economic 
recovery, went growing financial burdens. Such was the 
trend in Czechoslovakia, Poland, Hungary, 1 Yugoslavia, 
and Rumania, and also in Belgium and Switzerland. 
Italy, of course, as a totalitarian country, pursued even 
more vigorously the policy of self-sufficiency and defence, 
but never reached the German level of efficiency. 

Thus the financial, economic, and social situations 
changed everywhere in Europe under the pressure of 
Germany’s totalitarian and aggressive policy. The fact 
of high business activity originating in defence production 
could not conceal the fundamental deterioration of the 
whole situation, with a steadily increasing portion of 
national income allocated to armament and other 

1 Hungary promoted more than other countries, although with no 
more valid economic grounds, the policies of autarchy and artificial 
industrialization. 
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unproductive purposes, and with increasing state inter¬ 
vention in the national economy. And it became more 
and more clear that conditions in smaller countries could 
not continue for long without profound changes in their 
whole political and social organization. The widening 
influence of Germany’s foreign trade and exchange 
control contributed to the general instability. 

CONQUEST BY FOREIGN TRADE 

Germany’s foreign trade and foreign exchange policy, 
as an integrated part of her whole system, served to 
strengthen the defence economy and to expand the living 
space claimed by Nazi theorists. Her position as a debtor 
country, as well as the situation created in other nations 
by their own agricultural and raw material crises and 
by the international financial collapse, was very skilfully 
exploited. Foreign trade and exchange were, of course, 
subjected to complete control, to a commandeering 
directed from a central agency for the achievement of a 
definite purpose. There is no essential difference between 
Germany’s centrally directed foreign trade and Russia’s 
foreign trade monopoly ; the latter is carried on by 
government agencies, and the former by private business 
according to government instructions. Following this 
method, Germany detached its price level from that of 
the international market, and so introduced different 
systems for domestic and foreign trade. 

The object of German trade policy was not to increase 
the exchange of commodities in such measure as the 
expanding international division of production permitted 
and thus ultimately to raise the standard of living. 
Instead, the self-sufficiency idea was dominant : exports 
were encouraged in order that raw materials and other 
commodities needed for national defence might be 
imported. Whereas both national income and the total 
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volume of production increased considerably between 
1 933 an d 1 939 > the figures for German imports and 
exports did not show the same trend. 1 The figures con¬ 
trast sharply with the government’s repeated statements 
that efforts to revive foreign trade were being made. In 
point of fact, the same general plan of foreign trade 
was followed in each of two spheres—one between 
Germany and free-trade countries, and the other between 
Germany and countries using clearing and barter agree¬ 
ments. In the latter sphere fell most of the countries of 
central and eastern Europe, which Germany claimed 
as part of her living space. The German policy of control 
is an excellent example of what can be accomplished by 
planned trade in a world unaware of its real purpose 
and thus not sufficiently determined or united to oppose 
it. More than at any previous time this commandeered 
foreign trade became a powerful weapon of economic 
and political penetration. 

The plan was to purchase from countries where 
Germany was forced to pay in foreign exchange only 
those commodities which she could not buy in the so-called 
“ clearing ” states. In this way the supply of foreign 
exchange was saved to finance rearmament. Clearing 
agreements took the place of individual payments 
between exporters and importers, payment through the 
collective account settling the balance of the entire 
foreign trade.” 2 

1 Germany’s foreign trade in billions of reichsmarks (1938 figures 
include Austrian trade) : 

Imports Exports 

1933 4* *4 4'75 

>934 445 4->7 

>935 4‘> 6 4' 2 7 

1936 421 476 

1937 546 59> 

1938 6 05 5 62 

2 S. Antonin Basch, “ Conquest by Foreign Trade,” in Trusts and 
Estates (New York, April 1941), pp. 347, 351. 
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After Germany had attained a firm position in many 
ol the European and overseas countries through her 
barter and clearing agreements, she went a step farther 
and announced a new plan for foreign trade. This 
sometimes called the “ Schacht Plan”, was a truly 
totalitarian trade policy. It stated openly that only 
imports of foodstuffs and raw materials would he per¬ 
mitted (all imports were brought into a license system) 
and that exports would consist mainly of finished products’ 
Germany exerted every effort to force this plan on other 
countries, and was able to influence directly the structure 
of then- foreign trade, and indirectly even theirproduction. 

1 he problem of the relation between free-trade countries 
with controlled foreign trade came to present many 
difficulties. Foreign countries were to adapt themselves 
as best they could to the needs of Germany, calculated 
in terms of the Nazi economy alone. Various states 
endeavoured, with more or less success, to repel this 
attack. The position of the free-trade country was 
re atively weakest, and the greater their trade with 
Germany the more seriously were they affected. Some 
attempted a counter attack using the same weapon 
—export and import controls. They were only partly 
successful ; the fact that they were small countries (the 
great democracies did not use these counter measures) 
meant that they had much less bargaining power than 
Germany. There was also a great deal of pressure within 
these states from the exporters, whose products Germany 
offered to take at higher prices. It was difficult, further 
to reconcile private interests which clashed when the 
exports of'one group were restricted so as to favour 
another. Finally, we must not forget that financial 
creditors of Germany were demanding the admission of 
German exports by their countries. As a whole, the Nazi 
programme was successful, and even great powers were 
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induced to trade on German terms ; this is indicated by 
the change in the structure of Germany’s imports, which 
took place according to plan. 1 

Despite the higher level of prices in Germany (on the 
basis of the official exchange rate of the reichsmark) it was 
possible to export when necessary at prices substantially 
lower than those of foreign competitors. This was sheer 
dumping. Restitution of the difference in prices was 
made to the producers through a common fund secretly 
collected—a so-called export tax paid by all enterprises, 
which amounted to many millions of marks yearly. 
This system permits extensive dumping. Whereas the 
limit to such dumping when used by a private concern 
or cartel is the profit margin which the industry in 
question can get in the domestic market, there is no 
such limit in a totalitarian economy. It is no longer a 
question of what the exporting industry is receiving 
through domestic sales, but of how the burden of the 
taxes destined to compensate the losses of exporting 
industries is to be distributed through the whole economy, 
and of what the final effects of this procedure may be. 
Therefore, for a totalitarian economy in which foreign 
trade represents only a relatively small part of total 
trade, there will be practically no normal limits to 
dumping. Definite limits always exist in theory, but 
actually it can go on as long as the totalitarian organiza¬ 
tion of production and distribution can be maintained. 2 

German foreign trade, except perhaps for products 

1 The result of this system of control is indicated by a comparison of 
the decline in volume of each of the several categories of imports from 
1926-30 to 1934-38. Thus, total imports declined 22 per ?fent, foodstuffs 
27 per cent, finished industrial products 54 per cent, semi-finished products 
17 per cent, and raw materials only 3 per cent. Staudinger and Lehmann, 
op. cit., p. 304. 

2 It was estimated that in the last years before the war, all export 
subsidies amounted to one-third of total exports, that is, 1,400,000,000 
reichsmarks or less than 2 per cent of national income. 
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regulated by strong international cartels, became an 
uncertain and disturbing element in the world market. 
A special kind of foreign trade expansion was undertaken 
in connection with the agricultural countries of central 
and eastern Europe, where Germany made full use of a 
difficult situation. This part of Europe had always been 
claimed as an area of special German interest ; under 
the expansive tendencies of the autarchic totalitarian 
economy it came to be considered “ living space Such 
countries could provide no outlet for German popula¬ 
tion : Hungary, Rumania, Yugoslavia, Bulgaria, Greece, 
Turkey, and to a certain extent Poland, Austria, and 
Czechoslovakia had an overcrowded agricultural popu¬ 
lation. It was rather a question of economic exploitation, 
of including this territory in Germany’s Great Economy 
( Grossraumwirtschaft ). In plain terms, Germany wanted 
to strengthen her own economic war potential by annexing 
adjacent areas and securing access to their resources, 
especially foodstuffs, oil, and some important minerals. 

Germany understood the situation better than the 
western countries, despite the fact that the League of 
Nations Conference in Stresa in 1932 produced a clear 
analysis of the reasons for and nature of the central and 
eastern European crisis. Conditions had grown steadily 
worse after the general stopping and withdrawal of 
foreign credits and after the fall in agricultural prices. 
In terms of the world economy, the Stresa estimates of 
necessary export outlets for these countries were not 
unreasonable, and the suggested measures regarding the 
financial crisis and the problem of debt transfer were not 
impossible of execution. 1 The primary need was for the 


The Stresa Conference proposed to make possible (if necessary, to 
subsidize) exportation of the following agricultural products from central 
and eastern Luropr : 1,600,000 tons of wheat, 1,500,000 tons of barley 
lor todder, i,35o,° o ° tons of corn, 400,000 tons of rye, 300,000 tons of 
Dancy lor brewing, and 100,000 tons of oats. These were very small 
quantities compared with the exports of overseas countries. 
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western European countries to buy quickly and prevent 

a further decline of business activity. 

The situation presented to Germany an excellent 
opportunity to establish closer ties with those nations and 
at the same time to alleviate the difficulties of her own 
foreign exchange position. She began large purchasing, 
using clearing and barter agreements. In the beginning, 
the countries of central and south-eastern Europe 
welcomed Germany’s plan as a means of mitigating the 
export crisis ] they did not concern themselves, at hist, 
with the problem of how the exports to Germany would 
eventually be paid for. Exporters frequently received 
prices considerably higher than those prevailing in the 
international market, and they believed that clearing 
agreements would enable them to receive payment 
without difficulty. (It has already been shown that the 
framework of general economic control permits payment 
of higher prices for imported goods if this is considered 
desirable.) The consequences of this development soon 
became evident. As a result of mass purchases, Germany 
became the debtor of these countries, some of which 
acquired considerable credit balances in the clearing 
accounts. The higher prices paid by the Germans raised 
the entire price level in central and south-eastern Europe, 
were an obstacle to the adaptation of prices to the world 
level and, in this way, made it increasingly difficult for 
the so-called “ clearing ” states of these parts of Europe 
to export to other countries than Germany—thus bringing 
them closer to the German economy. 

The exporters, thinking only of their immediate 
interests, urged the governments and the National banks 
of their countries to make it possible for them to export 
to Germany in spite of the unfavourable state of the 
clearing accounts, and demanded that the central banks 
of issue see to it that immediate payment be made for 
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the exports without taking into consideration the state 
of the collective account with Germany. The central 
banks, forced to advance loans, sometimes even at the 
risk of credit inflation, sought means of maintaining this 
way of trading. They had to adopt such measures as 
forcing importers to make still further purchases from 
Germany instead of from other countries, and in this way 
acquiring payment for exporters to Germany. Importers, 
applying for foreign exchange to cover imports from 
abroad, were often forced to buy in Germany, sometimes 
at higher prices for goods of poorer quality. Thus 
Germany, who had first become a debtor as the result 
of her mass imports, enjoyed a considerable enlargement 
of the volume of her trade with the majority of these 
countries. At the same time she obtained in this manner 
a certain degree of control over the economic policy of 
these countries. By inflating prices she divorced their 
price levels from the world market system, and, finally, 
reached the position of being able to dictate foreign 
exchange rates favourable to herself. Thus in connection 
with the Schacht Plan a change took place in the 
structure of the trade of the countries of central and 
. south-eastern Europe with Germany and resulted in a 
change in the structure of production. 

Germany continued to strengthen her position and 
brought still greater pressure to bear. Once a sufficient 
degree of control was achieved, Germany began to take 
a hand even in internal policies, giving preference to 
exporters and importers sympathetic with the Nazi 
regime. The systematic application of these methods of 
foreign trade brought impressive results. From 1935 to 
1937 Germany’s exports to the countries of central and 
south-eastern Europe increased by 62 per cent, while her 
total exports increased by only 38 per cent. German 
imports from these countries increased by 54 per cent 
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while total German imports increased by only 30 per 
cent. 1 In general, the smaller the country dealing 
independently with Germany, the less complete was its 
control over foreign trade ; furthermore, the more 
conflicting the interests among various groups of pro¬ 
ducers and exporters, the more successfully could Germany 
gain complete influence. 2 

Repeated efforts were made to emancipate the trade 
of these countries from the excessive and unnatural 
influence of Germany. France, England, Czechoslovakia, 
and other nations were called upon to increase their 
purchases in the states of central and eastern Europe and 
thus to defend their political positions. One serious effort 
was represented in the organization of the economic 
Little Entente, which was based on the belief that 
economic stabilization and permanent recovery in these 
countries was possible only if general business activity 
increased and if new industries, for which suitable 
production and consumption possibilities existed, were 
systematically created. It was recognized both that 
production of foodstuffs and raw materials would not 
be sufficient to raise the level of living in central and 
south-eastern Europe and that these areas represented the 

1 Ip ! 937 > imports from Germany reached 29 per cent of Rumania’s 
total imports, 26 2 per cent of Hungary’s, 32 4 per cent of Yugoslavia’s, 
59-8 per cent of Bulgaria’s ; Germany took 19-6 per cent of Rumania’s 
total exports, 24*1 per cent of Hungary’s, 21-7 per cent of Yugoslavia’s, 
and 43 -1 per cent of Bulgaria’s. 

German imports from Balkan and Mediterranean countries rose from 
1 O '9 per cent of total German imports in 1929 to 20-2 per cent in 1938. 
Staudinger and Lehmann, op. cit., p. 305. 

2 A leading authority on German foreign trade policy, Carl Ritter, 
wrote in the Deutscher Volkswirt (December 20, 1940), p. 42, explaining 
the trading drive in this area, very significantly as follows : German 
sacrifices consisted in paying for agricultural products from the Danubian 
Basin prices higher than those current in the world market. The improve¬ 
ment and welfare of national economy in the Danubian countries is 
dependent upon the improvement of Germany’s economic position. Only 
a great and powerful Germany can guarantee economic well-being for 
those countries. 
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last large reserve of potential purchasing power which 
remained to be developed. The Little Entente achieved 
a remarkable degree of success but was of course disturbed 
permanently by the German counter activity, by the 
difficulty in exporting great quantities of agricultural 
products to Czechoslovakia, and by the lack of co-opera¬ 
tion of the western countries. For instance, the 
Czechoslovakian plan to balance German pressure by 
creating a co-operative organization for the export of 
cereals and other products to the markets of western 
European countries was killed by the failure of the latter 
to understand and assist. 1 

The German plan of economic penetration was 
definitely successful after -the invasion of Austria and 
Czechoslovakia. Both these countries had held important 
positions in the industry and banking of the Danubian 
states—positions which Germany could now take over. 
She acquired large foreign trade possibilities with the 
former markets of both countries, and absorbed then 
more than 50 per cent of the foreign trade of all Danubian 
states. Full economic control had been attained. 

The economic treaty concluded with Rumania on 
March 23, 1939, is an excellent illustration. Germany 
asked a complete moulding of Rumanian economy to fit 
German needs. A long-range programme under German 
supervision was to make Rumania’s economy supple¬ 
mentary to Germany’s. Germany was given extensive 
privileges for the exploitation of Rumania’s natural 
resources. She was to establish various organizations 
which in fact would enjoy extra-territoriality. Germany 
assured for herself the lion’s share of Rumanian exports 
of oil and other essential raw materials and foodstuffs. 
The exchange ratio was changed in favour of the 

1 S. Antonin Basch, The Reagrarizalion of Europe and the Economic Crisis 
of the Danubian States (in Czech). Prague, 1934. 
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reichsmark. This kind of agreement was the forerunner 
of the reduction of central and south-eastern European 
countries to a semi-colonial status. 1 

Thus Germany used the new weapon of penetration 
through the drive of organized trade to secure a firm 
ascendancy in all of central and south-eastern Europe, 
cutting off this territory from other markets by monetary 
and price policy and forcing it into economic dependence, 
She thus constructed in effect a great economic bloc, 
which worked with her in a close relation. 

As a general result of the German foreign trade policy, 
the following development became clear : Complete 
control of foreign trade by a great power, highly developed 
and in close connection with the world economy, tended 
to reduce the general volume of international trade and 
led to an extension of control to other fields of national 
economy and to an increase in the number of states which 
were compelled in self-interest to follow the same course. 
It may further result in the formation of larger economic 
units wherever that is possible, since such units constitute 
for smaller nations their only appropriate means of 
self-defence. 

The totalitarian defence economy, combined with 
foreign trade measures looking to conquest, exercised a 
profound influence everywhere, but the primary impact 
was on Europe. For here the Nazis’ desire to exploit and 
dominate other countries became more and more evident 
and their official statements more and more unconvincing 
—being obvious propaganda efforts which did not merit 
serious discussion. 2 

The importance of such economic and technical 
preparations for the actual carrying on of totalitarian war 

1 Paul Einzig, World Finance , 1939-1940 (Kegan Paul, London, 1940), p. 77 - 

2 Lionel Robbins, The Economic Causes of War , p. 85 : “ The economic 
motives of totalitarian powers are the motives of barbarian hordes.' 1 
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clearly rendered necessary a change in the concept of 
aggression entertained by the League of Nations— 
although this need was neither understood nor answered. 
The proper time for stopping an aggression by a large 
power is when it begins, at least when that aggression 
takes at first, as did the German, an economic form. 
With that moment a modern war is under way, and the 
conception of collective security must be extended to 
include common action to check such economic aggres¬ 
sion. It would have been easy to stop Germany, even 
later, had a determined and united effort been exerted by 
the democratic states to force her to cease her measures 
of war economy. Lack of unity and imagination and 
false hopes of appeasement and compromise between the 
totalitarian and the free economies prevented such 
co-ordinated action. And the great powers failed to 
develop the alternative check that might have been 
afforded by large-scale preparations for national defence. 

In the absence of a united procedure the European 
economy by 1938 faced increasing difficulties and growing 
tension. The shadow of war became an obstacle to any 
economic consolidation, the crisis became steadily more 
imminent, and after 1937 the question became very 
real whether and how it might be possible to transform 
the German economy from a war to a peacetime basis 
without upsetting the entire economic balance of Europe, 
It was clear that this could be done only through very 
large-scale international economic co-operation, with 
Germany both able and willing to return to a free 
economy and to abandon the objective of defence for 
that of welfare. In spite of the fact that the United 
States, Great Britain and France were prepared to 
initiate and support this action to the full, the period 
of economic warfare was followed—as the pattern of 
totalitarian aggression requires—by direct military action. 



Chapter II 
WAR ECONOMY 

ECONOMIC IMPACT OF TOTAL WAR 

The economic impact of total war between great 
nations with a developed national economy is of such 
proportions and intensity as to interfere with all items of 
economic life. For it transforms peace economy into war 
economy, of which the one prevailing purpose is support 
of actual military warfare. Economic forces and adjust¬ 
ments have steadily assumed a more important role in 
the great wars of the twentieth century. The nature of 
modern total war has minimized the distinction between 
the fighting forces and civilian population. 1 

The single task of the war economy takes both a 
constructive and a destructive form. It involves, on the 
constructive side, supplying the fighting forces with the 
maximum of goods and services in the shortest possible 
time. In this effort it must, to the fullest possible degree, 
preserve justice in the distribution of sacrifices and 
avoid economic dislocation and disruptions which may 
impede the post-war reconstruction. In its destructive 
phase—which is economic warfare proper—it must 
weaken and damage as much as possible the potential 
and active economic strength of the enemy. It is obvious 
then that economic considerations such as the profit 
motive, competition, market price laws, and private 
economic sovereignty must be subordinated to the 
nation’s primary aim. 

Within the limits set by the available human and 

1 “ Whether fighting, working, or contributing capital, everyone has 
to bring forward every bit of reserve to help the nation toward victory. 
Carl Joachim Friedrich, “Totalitarian War,” in Plan Age (May 1040), 
p. 162. 
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material resources, the dimensions of the efforts and 
sacrifices which the nation must make are dictated by the 
intensity of the aggressor’s war effort. In this relation¬ 
ship the factors of time and of preparedness are of great 
importance. The essential structure of war economy is 
the same in totalitarian and in democratic countries, and 
inherent in all are certain common principles of function. 
In the modern war economy we must part with traditional 
monetary conceptions and consider the terms of real 
economy. Such procedure makes more clear the impor¬ 
tance of the war economy’s structure and operation. 

This becomes more evident when we examine the basic 

possibilities and limits of a nation’s economic efforts, or 

when we speak, using Pigou’s term, of the “ real war 

fund Economic possibilities are limited on the credit 

side by the maximum output of goods and services. Since 

there is clearly a great difference between developed and 

undeveloped resources, we cannot be satisfied with a 

general account of the economic war potentials of various 

nations ; beyond that it is important to determine the 

extent to which production has been directed toward war, 

and, finally, how efficiently and comprehensively it has 
been organized. 


I think that we shall have a clearer picture of the real 
war fund if we consider total national production as 
the basic item. To the new production we must add the 
volume of existing stocks of all kinds ; this is again the 
question of economic preparation for war. The demands 
of total war are of such dimensions that, in my opinion, 

1 A. C. Pigou indicates four principal sources of the real war fund : 
(a) augmented production, ( b) reduced personal consumption, (<•) reduced 

lZ'Tn,'p n n CV ! £° rmS ° f c a £ ital ;x a , nd { . J) dc P lction of existing capital. 
1 a r . Political Economy of War (Macmillan, London, 1041), p. q 0 F 

A German writer, R. M. Hettlage, describes this fund as follows • 

augmented production of goods important for war through increased 

work increased consumption of existing real commodities, vast reduction 

Frnm ?T Un ?/ P !l° n ’• a l£ Ted " ct ' on of formation of real capital. 

From Deutscher Volkswirt (December 20, 1940), p. 475. F 
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they cannpt be satisfied for a longer period of time from 
increased production alone. This means that the other 
items in the economic balance must be altered and 
adjusted, and that consumption in the largest sense must 
be reduced. As long as only normal civilian consumption 
is curtailed, expenses of the war are met out of income ; 
but when it becomes necessary to stop renewing or 
maintaining producers’ equipment, the costs of war are 
paid out of the national substance. The case is similar 
where existing stocks are consumed without being 
replenished. 

A great war involves simultaneous efforts to increase 
production and to reduce consumption. How far con¬ 
sumption must be reduced depends upon various circum¬ 
stances—the available resources, old stocks, state of 
preparedness, momentum of the war, etc. But the longer 
a nation puts off this necessary effort, the longer the war 
may last, with proportionately greater sacrifices at the end. 

Before taking up the question of resources supplied 
by foreign countries, one further point should be 
mentioned. The opinion has been expressed that it may 
be possible to satisfy war demands by increased production 
without curtailing existing consumption. Quite apart 
from technical difficulties I find this view unacceptable. 
War requirements are too urgent and too vast to be thus 
satisfied, even in an economy with large resources. They 
involve a profound adjustment of the civilian population. 
In other words, a great total war tends inherently to 
depress the level of living of the fighting nations. 1 The 
opposite problem arises—that of finding the limits to the 

1 There is no contradiction to this statement for instance in the 
situation of Canada, where in the past fiscal year the national income 
was Si,200,000,000.000 larger than before the war, while the increase 
in the outlays caused by the war was about $1,000,000,000,000. Canada 
could not be regarded as a country highly developed economically nor 
—due to the total situation—were her efforts at this time, although great, 
adequate to a total war in the proper sense as in the case of Great Britain. 
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reduction of civilian consumption and the depletion of 
the national substance. Nor can a definite inclusive 
answer be given : the point at which exhaustion begins 
and makes itself felt differs according to national customs 
and endurance. 

The general effect of war economy upon the nation 
becomes clear if we view it in terms of real or natural 
economy. When the state requisitions goods and services, 
the sacrifices and burdens borne by its citizens arc made 
evident. All other procedures are made secondary to the 
priority of war requirements. The standard of living 
can be raised only at the expense of armament produc¬ 
tion , it is impossible to have both more guns and more 
butter. The members of the community come to 
recognize that they must work harder to manufacture 
and deliver goods without any corresponding economic 
return. Phrasing the matter in these terms also makes 
it clear that war requirements must be satisfied out of 
current production and existing stocks, and cannot be put 
off upon a future generation. When the war is over, the 
depletion of real capital is not concealed by accumulated 
financial claims. 


The real war fund can be increased by supplies from 
abroad, whether in the form of foreign goods bought 
against cash payment or on credit, or in the form of 
voluntary contributions, or in the form of conquest and 
contributions based on it. All these procedures for 
supplementing war resources are important in the present 
war and are illustrated in the British and German war 
economies. The British economy appears much weaker 
than the German if we take into account the resources of 
Great Britain alone. Her industrial and agricultural 
capacity is far below that of Germany, and her popula¬ 
tion is only 47,000,000, in contrast to the 70-80,000,000 
in Germany proper and the 100,000,000 in so-called 
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Greater Germany. Again, Germany has the advantage 
of incomparably greater stocks of armament and of a 
war economy whose organization is nearly complete. 
Finally, Germany’s real war fund has been tremendously 
augmented by lucrative military conquests. But we must 
take into account Great Britain’s ability to increase her 
war fund from abroad, using for this purpose gold, 
foreign exchange, and other accumulated foreign assets. 
She may also rely upon large contributions by members 
of the British Commonwealth and the Lend-Lease aid of 
the United States. This illustrates the extent of the 
struggle in which the two countries are engaged. 

As has already been stated, there are certain principles 
of war economy which obtain for every type of economic 
system and every form of government. It is evident that 
a general economic plan, an economic strategy, is always 
essential. In totalitarian Germany and communist 
Russia organized planning is used even in peacetime ; 
in democratic countries like Great Britain, which possess 
a free economy, the position of a planned war economy 
constitutes a real problem. The special problem here 
merges with the general problem of the relation between 
free and planned economies. 

Since we are to consider the question in a later chapter 
I shall limit myself here to one brief remark. It is often 
said that a democratic form of government admits only 
of a capitalistic economic system. I myself do not 
accept this identification, but even if it is granted, the 
further question arises whether capitalistic economies can 
operate in wartime efficiently enough to fulfil all war 
requirements. As we have seen, the one real purpose 
of the war economy is to develop the real war fund to 
the fullest possible extent. Is there reason to hope that 
the war fund can be essentially augmented through the 
functioning of price mechanisms and the profit motive ? 
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In plain terms, we must answer that the possibility of 
adjustment in already developed national economies is 
slight. On the contrary, a free price system would 
slow down the necessary economic organization, cause 
various dislocations including social unrest, and hamper 
efforts toward greater efficiency of the whole economy. 
After all, can a free market economy be admitted in a 
period in which there is no freely competitive market 
and in which war expenditures reach 40-50 per cent 
of the national income ? In the commodity, capital, or 
labour markets, the requirements imposed by govern¬ 
ment are absolutely decisive, determining prices, rates 
on interest, and wages. The position of the state in time 
of war can be compared with that of an all-comprehensive 
monopoly. Monopolistic price theory may be applied in 
determining optimum prices and other conditions under 
which the national economy would best meet the war 
requirements. For the main task of the war economy is to 
attain a maximum efficiency in production and distribution. 

Obviously, in a democratic regime also, the state’s 
field of activity will be greatly enlarged and interference 
with private economy will be extended. But even in 
democratic countries the introduction of planning and 
central control in times of emergency does not mean a 
final change in the regime. For it is clear, first, that the 
organization is only a temporary product of national 
emergency, and, second, that basic political rights and 
the democratic controls exercised, for instance, by the 
British Parliament, by public opinion, and the press 
remain in full power. 1 To what extent the state must 

1 Marriner S. Eccles, speaking of the situation in the United States, 
said : “ Democracy and the system of free enterprise can function to 
provide reasonably full and sustained employment for all of our available 
man-power, in peace as well as in war time.” In “ Economic Preparedness 
for Defence and Post-Defence Problems,” Federal Reserve Bulletin 
(January 1941), p. 12. 
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use its extraordinary wartime powers to regulate and 
commandeer economic life depends largely on the degree 
of voluntary co-operation offered by the several economic 
factors and by the general public, and on their knowledge 
and willingness to subordinate private aims to national 
necessities. The people can, with discipline and deter¬ 
mination, carry through many measures which must 
otherwise be imposed by the state. 

In total war the entire population is involved, and 
economic mobilization is a very important element in 
military strategy. 

ORGANIZATION OF WAR ECONOMY 

The experiences of the last war, analysed and discussed 
in many excellent books and by the governments them¬ 
selves, have served as a guiding rule for the organization 
of war economy, so that the second world war has found 
every country far better prepared than before in economic 
strategy. The most comprehensive and detailed plan 
was, of course, prepared and put into operation by 
Germany. 

The main task of any war economy consists in organiz¬ 
ing production and labour to provide the maximum 
supply of goods and services and in adjusting civilian 
consumption to war necessities and priorities on a large 
scale. But at the same time attempts have been made to 
avoid some of the mistakes and failures of the last war : 
inflation, war profiteering, and great social changes ; and 
care has been taken to prevent the profound dislocations 
in production which lead to undesirable post-war 
repercussions. 

The scope of the general plan and the various special 
tasks of the war economy have been the principal 
determinants of the extent of state interference and com¬ 
mandeering of economic factors. Of prime importance 
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is the general planning of the war economy in its most 
vital phases. Such planning must involve at present the 
organization of practically all parts of economic life I 
shall consider here only certain of the more important 
elements and general problems, and then turn to the 
development and organization of the German and 
British war economies. 

War Financing 

The magnitude of expenditures attendant upon the 
organization of war economies has changed the character 
ot war financing, but has also increased our knowledge. 
Money has become an instrument of financing, a trans¬ 
portation medium ; no country will permit itself to 
lose a war because of financial difficulties. One comes to 
think in terms of real economy with primary emphasis 
on securing the necessary supply of goods and services 
—once this is assured, the necessary financial mechanism 
is to be provided. Of course this mechanism must be 
organized in such a way as to facilitate the satisfying 
of war needs and to avoid disturbances. The volume of 
a war budget is a clear indication of the position of the 
state ; the state which previous to this war was absorbing 
—especially in Europe—a strikingly greater part of 
national income must now influence in ever greater 
degree the whole economic life. Financial policy becomes 
integrated in the whole economic war strategy, views 
which are merely budgetary being too narrow and 
limited to be accommodated to the general task. 

The first concern of the financial policy must be to 
obtain that part of the national income which is needed 
tor the prosecution of the war, in a manner which 
disturbs economic life as little as possible. Consumption 
must be adjusted and the level of prices and incomes 
managed so as to avoid inflation and profiteering. 
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Financial policy thus merges with price and income 
policies and with control of the capital market, and all are 
related to the main task of meeting war expenses, and of 
achieving balances between production and consumption 
and between military and civilian consumption. No 
separate budget is possible, since all measures must be 
fully integrated in the general economic plan. 

The experiences of the last war have led to the most 
serious attempts by all nations to avoid inflation, which 
for our purpose we understand as a rise in the level of 
prices, making no distinction between a rise in the level 
of prices due primarily to monetary causes (inflation 1 
in the proper sense) and a rise due to causes relating 
to commodities and services. In other words, the state’s 
expenditures must be covered by non-inflationary means. 
But the “ pay as you go ” principle cannot be applied 
to a great modern war. In a non-monetary economy all 
necessary provision can be effected by direct requisition 
but in a capitalistic economy the people cannot be 
psychologically prepared to support the entire burden 
by taxes. The normal method of financing includes loans 
as well as taxes. The problem itself is clear : the state 
requires a part of the national income for war. How does 
this affect the remaining part, which constitutes the level 
of living ? Ideally the state’s requirements would be 
met by an actual increase in income. If, for instance, 
the national income rose from ioo to 140 to cover a new 
state requirement of 40, the nation’s real income would 
remain unchanged in spite of the additional work and 
the increased volume of goods and services. 

Unfortunately this cannot be expected in total war. 
Enormous state demands curtail the real income remain¬ 
ing for civilian consumption, no matter how wealthy the 

1 In my book Theory of Inflation published in 1922 by Komensky’s 
University, Bratislava, I defined inflation as the spending of newly created 
purchasing power without adequate supply of new commodities. 



War Economy ^ 

economy may be. 1 The following situation then develops. 
An income increase from ioo to 140 is normally attended 
by a state demand of not 40 but 60, which leaves for 
civilian consumption only 80—20 per cent less than before 
the war. In other words, if the market situation is to 
remain unchanged—if inflation is not to develop—it is 
necessary to divert also this 20 per cent from the con- 

government. The danger of 
inflation is averted only by transferring to the state the 
purchasing power which usually is employed for 
consumption ; the level of living is depressed. If, on the 
other hand, the state does not succeed in obtaining this 
20 per cent of purchasing power but is instead obliged 
to extend the volume of credit, then the total market 
demand for goods is greater than the total of goods 
being offered (the total real income), and the state of 
inflation has been reached. Keynes, speaking of this 

. * i j 1 ^ ”, measures it by the difference between 

earnings available for expenditure and the value of the 

consumers’ goods available for purchase at present prices. 2 
. ls generally considered legitimate and even stimulat¬ 
ing to extend credit in cyclical periods of unemployment 
and idle productive capacity, but the intensity of war 
demands the exercise of great caution in using this 
method of financing ; the war economy cannot be 

regulated according to the normal principles of business 
cycles policy. 

As already stated, the real burden of war cannot be 
shifted to the future. And the state must excise the 
necessary purchasing power in the form of taxes and of 
loans subscribed out of real savings. Only the acquisition 


r.». Hettlagc, Deutscher Volkswirt (December 20 iqj.o) d Aia • 

p c n r d can ncvcrbc provided f ° r 

production if civilian consumption remains unchanged. 


I'inaticial News (London, March io, 1941), p. 2. 
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of some form of real income from foreign countries makes 
possible the shifting of the burden from nation to nation 
and thus from generation to generation. 

There are many theories regarding the form of taxes 
best suited to war financing. Such views comprise much 
that calls for respect, although war demands are so 
great and so urgent that it becomes extremely difficult 
to follow consistently any theoretical line. Income and 
corporation taxes, collected at the source if possible, are 
regarded as most appropriate, since they cut down 
purchasing power and tend to reduce war profits. On 
the other hand, it is rightly pointed out that very high 
excess-profit taxes decrease incentive for greater produc¬ 
tion and furthermore tend to raise costs of production 
through removing the pressure to economize. 

The volume of expenditures, however, cannot be met 
by income taxes alone ; even taxes on consumers’ goods 
may have to be applied. The latter device may support 
the measures curtailing civilian consumption, but they 
are likely to raise prices at the same time. The main 
argument against such taxes is often that they discourage 
civilian consumption and thus reduce employment. 
The criticism is valid for a period of depression. But 
it cannot be maintained when the state’s leading purpose 
is precisely to curtail consumption. 

In any case, a considerable proportion of the expendi¬ 
tures will have to be covered by loans. From the 
point of view of avoiding inflation, these loans should 
have the same economic effect as taxes, i.e. they should 
transfer to the state purchasing power which otherwise 
would have been devoted to consumption. The demand 
is that the loans be paid out of real savings, thus effecting 
a voluntary renunciation of consumption. The term 
“ saving ” here acquires an unusual connotation, since 
its use is not for productive but in fact for destructive 
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purposes. Loans to the state by banks or private 
subscribers which are financed through an extension of 
bank credit cannot in this respect be considered real 
savings. Even the use of funds which before their transfer 
to the state were held idle in banks has not the same 
character as a transfer of real savings. 

It is an important and difficult task to organize 
additional saving and thus to divert to the state the 
necessary purchasing power. There are various devices 
which may be employed to support savings campaigns, but 
much depends on the people’s determination, patriotism, 
and confidence in the state’s financial stability. Although 
rates of interest, like the prices of goods, are under state 
control, manipulation of these rates is not very effective 
as an instrument for increasing saving. For while the 
state may thereby exercise persuasion and even pressure 
on big corporations, banks, and insurance companies, 
still the full amount of needed credit cannot be supplied 
by these means. Other methods of promoting savings and 
subscription to state loans work on the side of goods as 
well as on the side of capital. Rationing and priority 
adjustments in investment and also in civilian consumption 
constitute such procedures. Obviously foreign exchange 
control is established to conserve national capital. 
Licensing of public emissions reserves the market for state 
loans ; controlling the credit policy of banks serves the 
same purpose. Also various proposals of compulsory 
savings have been made, among them the well-known 
deferred payment plan proposed by Keynes. Some forms 
of concealed compulsory saving may become necessary in 
case the public fails to reduce its expenditures voluntarily. 1 


“ r\ 7 hC p crman Minister of National Economy, Walthcr Funk, writes : 

Um pulsi on and severity in proposals for concentrated war savings 
can be avoided if everyone acts voluntarily to conform to wartime needs. 

An exaggerated consumption must be subjected to additional taxation.” 
Deutsciur Volkswtrt , January 5, 1940. 
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There are various reasons for preferring taxation to 
loans. One is that the effect of loans on consumption is 
never as great as that of taxes. Pigou points out that, 
although in loan financing rich people bear a somewhat 
larger proportion of the war charges than they do of 
normal peace charges, under the tax method their 
contribution is even more substantial. 1 This may indeed 
need modification in the light of post-war debts and 
post-war settlements, and with regard to the immediate 
policy of reducing war profits. There is a definite 
tendency in the economics of total war to impose on 
everyone sacrifices from which there is and will be no 
escape. 

But as the state’s expenditures grow and as war needs 
require an ever greater part of the national income, the 
task of collecting the necessary funds without inflation 2 
becomes more and more difficult. The problem is that 
of distinguishing between the part of national income 
required by the state and that remaining for civilian 
consumption, and of transferring the required purchasing 
power without causing a greater rise in the price level. 
Judging by the German experience, this should always be 
possible. We read : “ The free purchasing power when 
collected will in the end flow completely to the state. 
This free purchasing power is necessarily approximately 
adequate to the state’s credit need, which can never be 
greater than the total amount of goods and services 
demanded by the state. No difficulties of financing can 
arise.” 3 

1 Pigou, The Political Economy of War, p. 83. 

2 The effects of inflation in increasing production are overestimated, 
and the complications and dangers of the process are somewhat disregarded 
by those who advocate a moderate inflation. For instance, Douglas Jay 
says, “ A little moderate and planned inflation may not do such very 
terrible harm.” Who Is to Pay for the War (Kegan Paul, Trench, Triibner, 
London, 1941), p. 15. 

3 R. M. Hetdage, Deulscher Volkswirt (December 20, 1940), pp. 475-80. 
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But if the war demands such a large part of national 
income that, despite all organization and mechanical 
devices, popular resistance appears likely, then the state 
will certainly not hesitate to have recourse to an infla¬ 
tionary credit expansion. And some inflationary effects 
will develop in spite of all possible controls and regimenta¬ 
tion. The point at which inflation will become necessary 
depends upon the real income, morale, the duration of 
the war, and the organization of the war economy. It 
is not identical with the point of exhaustion of the real 
economy, which is located where the war need can no 
longer be satisfied by further reductions in civilian 
consumption or by forcing further production, and 
where the prosecution of the war is actually menaced by 
the insufficiency of the real war fund. Of course this 
point, too, is reached more quickly if the war organization, 

including the financial mechanism, does not function 
efficiently. 


Control of Prices and Incomes 

The problem of avoiding inflation—increased price 
and income levels—cannot be solved in wartime by 
financial and monetary policy alone, since there is a 
danger that inflationary effects may be brought about by 
non-monetary causes. The sudden demand for arma¬ 
ment at the beginning of the war, and, following it or 
simultaneous with it, the general increase in demand for 
all kinds of goods and services must influence the market, 
prices, and wages. Bottlenecks appear first in armament 
and related industries, but the increased volume of 
income spreads demand very rapidly through the whole 
market, buying tendency grows, and the danger of price 
increases becomes acute, passing finally from fully 
employed segments to other segments of the economy. 
1 wo forces operate to change the pattern of demand : 
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war needs of all kinds, and the generally increased income 
of the working classes, whose consumption develops in 
certain definite directions. Very illuminating here are 
figures regarding the distribution of British national 
income among the main income groups in 1940. The 
share of wages in the total national income increased from 
41 per cent in 1938 to 44-J per cent in 1940 (45 per cent 
in the last quarter of 1940), whereas rents declined from 
8 per cent to 6-J- per cent and salaries from 22 per cent 
to 2 o£ per cent. 1 Such a change in the distribution of 
national income must affect directly the market for 
consumption goods. 

The best way to meet increased demand in these two 
large sectors of national economy would, of course, be 
the expanding of national production and thus the 
attaining of a new equilibrium, as is generally the case 
during business cycles. But this will not be possible 
during wartime even in the wealthiest economy, and as 
the war progresses it becomes more and more difficult. 
There may be some exceptions in industrially undeveloped 
countries having large natural resources and the ability 
to use modern manufacturing technique and equipment. 
War needs increase and labour resources decline. More¬ 
over, it is always difficult to determine how far to extend 
production and productive capacity in the new armament 
sectors : it is not easy to make an accurate estimate of 
the volume of war needs and the extent to which they 
will require the transformation of civilian production to 
war industry ; again, the experiences of the last war 
discourage such expansion in view of the post-war 
difficulties of once more transforming production and 
returning labour from war to peace work. 2 This does 

1 Economist (1941), p. 489. 

2 Marriner S. Eccles, Federal Reserve Bulletin (January 1941), p. 13: 

“ A price inflation, due to non-monetary causes, arises when production 
in particular fields is interrupted or curtailed, whether from botdenecks, 
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no t mean that increased production is not the best way 
to meet the threat of rising prices. 

A certain increase of prices (and, as we have seen a 
cer am extension of the volume of credit) may in the 
ear y stages of the war, be useful and perhaps necessary 
to stimulate the national economy to the optimum of 
production.- But the expansion of production caused by 
the rise in prices and wages which follows from the 

danger ofth^ * substantiall y limited, and the 

danger of the well-known vicious spiral of prices-wages- 

pnces is extremely great. Price increases from particular 

bottlenecks have a tendency to spread to the general 

“Undl ’ H and ’ 35 J ° hn H ' ™ lliams ri S htl y says 
Under modern conditions there is no clean cut line 

inSon.- WC Cal ' b0UlenCck P roblems an d a general 

w^T aI T dy P, ointed out that tinder conditions of 

state ha aW SU ^ P y and demand is suspended ; the 
state has a predominant position in the markets and can 

financ^r S™** inC ° meS - If thc a nti-inflationary 
financial and monetary policy is to be effective in prevent- 

th? m thC CVel ° f prices from non-monetary causes 
the state must establish, over and above measures for 

increasing production, a definite national policy affecting 

crTaS^or by capital 

the goods produced in these fields ancTvvh pr ^ lng . con ^ u / ncr demand for 
facilities that exist or caiTL d * hCrC . 1S ne,ther a Portage of 

The cure for such a condition is noH^ but°mor. Sh ° rt j gC ° f ™ an P° wcr - 
economy 31 thC C ° nClUSi ° n ° f Mr EccI « “ ^ optimist toTvalid In TZr 

effort is still mcreitng^aiy fmheMnr ^ t0tal , volumc of productive 
nothing to promote the mobilization" thc ®°! ,ey . strea ™ does 

sequences are adverse.” Charles O P w gI , amrn ,*7 lts in direct con- 
(Brookings Institute, 1940), p . io . ’ Hardy » Wartime Control of Prices 


Federal Reserve Bulletin (February 194,), p . Q7 . 
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prices and wages. These, of course, should be closely 
interrelated parts of a single economic programme. 

Control or even regimentation of prices and wages cannot 
succeed if the monetary and financial policy follows an inflationary 
course ; and , on the other hand, anti-inflationary monetary and 
financial measures cannot be fully efficient if prices and wages are 
permitted to go up in consequence of the situations created by 
bottlenecks and other factors. 

The whole financial policy must be flexible enough to 
adjust itself to particular needs, to avoid the discourage¬ 
ment of production, and to stimulate special efforts and 
initiative. And the policy must be comprehensive, since 
it is impossible to freeze prices in one economic sector 
if those in another important sector are permitted to 
rise, or to freeze wages if prices go up, and vice versa. 
An effective price strategy will involve stabilizing and 
controlling the most important components of costs of 
production and the prices of key commodities. This may 
be done in many ways. 

The vital importance of stability in wages and other 
incomes is evident. In democratic countries it will be 
found difficult to use compulsion in wage policy, and the 
procedures of persuasion and mediation will be preferred. 
Perhaps the British system of linking wages with the cost 
of living index, in spite of some serious defects, may 
prove most appropriate for the war economy. As stated, 
wages cannot remain stable if the cost of living tends to 
rise. In the control and regulation of prices the govern¬ 
ment has an efficient weapon : as the greatest single 
buyer it can influence the price level when placing 
government orders. Price controls, if they are to succeed, 
must be introduced in time and at the source. 

Where a system of maximum prices is applied to 
commodities of which there is an adequate supply it is 
often found that prices are stabilized at a level below the 
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maximum. On the other hand, if maximum prices are 

set for commodities of insufficient supply, it is necessary 

to complement this programme with a rationing of 

consumers’ goods or with a system of priorities in industrial 

production. Rationing has been steadily extended in 

Germany, based not only upon quantity of goods but 

also upon the amount to be spent at any given time. 

n England it has even been proposed to limit individual 

retail expenditures, as the most efficient expedient for 

regulating the distribution of goods and curtailing 

purchasing power. 1 Another device consists in state 

purchases or imports, with the state acting as sole buyer, 

importer, or even distributor. And again, a useful and 

important instrument of an active price policy may be 

some kind of an equalization fund for subsidizing 

important consumers’ goods and thus keeping the whole 

price level down. The general expenses incurred in such 

subsidizing are to be preferred to price increases in vital 

commodities, since the effects of the collection and 

spending of these amounts are felt far less than are rising 
prices. 6 

National price and wage policy should attempt in 

pre-war relations 

among prices of various commodities and among indi¬ 
vidual components of the cost of production (including 
groups of incomes). This will at once facilitate the 
operation of the general price programme and prevent 
unnecessary dislocations which may impede post-war 

reconstruction. 

All price and wage controls and administration belong 
to the most complicated phase of economic organization 
tor war. And they are far more difficult to handle in 
democracies than in totalitarian states which can 
employ all possible methods of thorough supervision 

Financial News (London, April 3, 1941), p. 2. 
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and compulsion. 1 Democracies, relying on co-operation, 
discipline, and the willingness of labour and capital to 
make sacrifices, will always be slower to start. They 
must persuade rather than compel. But they must prove 
that they are able to achieve by democratic methods the 
necessary economic results : development of war pro¬ 
duction, adjustment of consumption to war necessities, 
and immunity of the social structure to the impact of war. 

Mobilization of Production and Labour 

Mobilization of the nation’s production—of industry, 
agriculture, and labour—is the second part of the same 
supreme task : that of organizing the war economy to 
satisfy all needs arising from the prosecution of the war, 
The first concern is to increase work and production ; 
but it is over simple to approach the problem by balancing 
the total demand against the total labour and productive 
capacity plus the total volume of national production and 
income. A similar fallacy is involved in taking together 
idle plants, idle capacity, and unemployed labour and 
attempting thereby to measure the general possibility of 
satisfying the increased war demands. (Such reasoning 
might lead to the false conclusion that national productive 
capacity if fully employed would be large enough to satisfy 
both civilian and war demands.) To assume that, by 
the use of all dispensable capacity and the employment 
of all labour, the balance between supply and demand 
may be maintained is to anticipate that the vertical 

1 In the Russian economy, which is in its basic structure similar to a 
natural (real) economy, the solution of this whole problem should be 
much more simple. Even as Russia curtailed mass civilian consumption 
by rationing the total expenditure on consumers’ goods in order to build 
up heavy industry, so she can in wartime, by using similar direct methods, 
divert the required part of production and income. Such an economy 
need not have recourse to the indirect controls of prices, taxes, etc. The 
severe control in the German war economy has approached the Russian 
both in conception and in organization. 
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structure of production will conform to the vertical 
structure of demand as increased and changed by the 
new needs. We have already seen that demand is not 
only increased but also changed in its vertical structure ; 
these modifications follow from war requirements and 
from • the structural alterations in civilian demand 
consequent ’upon the increased income of labour. 
Totalitarian economies in preparing for war have the 
advantage of an easier adjustment of production to war 
demands. In democratic countries the shift from peace 
to war production is very difficult for technical, economic, 
and psychological reasons. People arc slow to recognize 
the need for adjusting production and confining it to war 
necessities, and slow—unless danger is realized—to 
prepare to work more and consume less. 

From an analysis of the relation between the structure 
of production and skilled labour and the composition of 
demand, or from an examination of the conditions of 
the new quantitative and qualitative balance between 
limited supply and practically unlimited demand, it 
should not be very difficult to determine how far it is 
advisable to expand credit and increase prices. Although 
the answer may vary according to the structure and 
amplitude of the resources of various national economies, 
the problem of adjustment remains everywhere in 
developed national economies substantially the same. 

It is very important to assure in this field the most 
complete co-operation of industry and labour, because 
in spite of the limited place left for the profit motive in 
every war economy, this is the kind of activity in which 
private initiative and imagination can be extremely 
helpful. The fiscal policy must be careful, therefore, not 
to create an atmosphere hostile to private initiative. 

Notwithstanding the increase in production and 
employment, national production in the belligerent 
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countries is no longer able to satisfy the whole demand. 
In totalitarian economies, the state achieves the adjust¬ 
ment of consumption by a combination of commandeered 
industry and comprehensive rationing. Lack of adequate 
production may be due partly to technical or labour 
bottlenecks in single segments of industry. Such bottle¬ 
necks can be overcome, if time and physical possibilities 
permit, by expansion of existing industry and the building 
of new plants, and by the training of new skilled labour. 
In a full war economy, however, because of the com¬ 
plicated interrelations of highly developed industries, 
bottlenecks tend to multiply quickly, and state inter¬ 
ference to regulate supply becomes urgent. The method 
most often used for this purpose is the system of priorities 
(production of goods for war before all other com¬ 
modities), which may be imposed directly or by indirect 
means, such as rationing of the supply of labour or raw 
materials, transport control, and so forth. The concep¬ 
tion of priorities is clearly inherent in that of a vvar 
economy, where the general demand is that everything 
be subordinated to war purposes. This should be kept 
in mind in defining the system of priorities. 

The important position of the priorities system in 
the organization of war economy is described in the 
following extremely pertinent statement by Bernard M. 
Baruch: “Any industrial mobilization must have as 
the centre of everything a priorities division which 
synchronizes the whole war effort, at the same time 
providing for the maximum satisfaction of civilian needs. 
To be efficient, the priorities administration must also 

1 John H. Martin defines the system of priorities as “ a method of 
guiding industrial equipment and services into uses which will serve 
most effectively the total national defence,” “ Present Status ol 
Priorities,” Harvard Business Review (Spring 1941), p* 272. 

Pigou says that priorities regulate distribution among uses rather than 
among people. The Political Economy of War , p. 157. 
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envisage price and money control, conservation, inven¬ 
tions, commandeering, and the use of substitutes. Lastly, 
but no less important, priorities and price control will 
ensure that the nation not only wins the war but survives 
it economically, with a low price structure and an 
industrial system dislocated to a minimum degree, well 

prepared for post-war conditions in the international 
markets.” 1 

This statement also emphasizes the importance of 
organizing a comprehensive national war economy, in 
which one part is closely linked with another to form a 
definite general plan. By implication it points to that 
stage of development which in the present war has already 
been reached by both Germany and Great Britain. 
All productive equipment, all industry, is to be treated 
as if it were one big enterprise governed from one place 
and by one set of principles. These war economies are 
in the stage of fully mobilized production and labour. 
Scai city of labour, in addition to other factors, forces 
them to curtail much of normal peacetime production. 
The problem is to rationalize this production sector 
thoioughly in order to free more labour for war industry. 
Pioduction previously carried on in several partially 
employed plants is centralized in one or more fully 
occupied “ nucleus ” factories ; surplus labour is directed 
into war production. The employment of labour in 
trade and similar occupations is equally rationalized, and 
the work of women is extended. Thus both industry and 
labour are practically conscripted ; both have to surrender 
some of their rights. Labour is asked to work longer 
houis, and capital to close factories temporarily and 
merge production in a common plant. The need for 
labour has been greater than was anticipated. There is 

1 . Ba ™ ch > “ Priorities, the Synchronizing Force,” Harvard Business 
Review (Spring 1941), p. 270. 



56 War Economy 

the urgent problem of maintaining and even increasing 
agricultural production, in which labour is the most 
important factor. And it has been estimated that to 
produce the equipment and other supplies required by 
one soldier, from ten to eighteen workers are needed.. 

Democracies obviously prefer to achieve mobilization 
of labour and industry not by compulsion but by 
co-operation, resting on the patriotic determination of the 
people. The actual progress of the war has revealed the 
growing importance of the working army to the fighting 
forces ; the war goes on in genuinely total fashion. It 
goes without saying that in this stage of war it becomes 
more and more difficult to make the replacements 
necessary for keeping factories in desirable condition—a 
part of the national substance is inevitably lost. And it 
is equally obvious that when the total social product 
declines under the pressure of war production, income 
and certainly consumption tend to contract. Nor is it 
any contradiction to the economy of total war that a 
general increase in labour duty is accompanied by heavier 
taxation and compulsory saving. The meaning of 

sacrifices is made amply clear. 

It need hardly be said that foreign trade control is 
integrated in the whole production programme and 
subordinated to war purposes. Exports are regarded 
only as a device for securing the necessary commodity 
imports, and the proper role of foreign trade declines in 
importance. 

In summary, the task and objective—whether on the 
side of production or on the side of financing the war— 
are the same : to satisfy the practically unlimited demands 
originating in the war as far as possible through greater 
national production, but in the end also by curtailing 
existing civilian consumption. War demands have 
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priority ; other needs have to give way. The problem 
is that of organizing the productive and financial 
capacities of the nation as efficiently and rapidly as 
possffiie, and with the least possible social disturbance. 
Never before have the democracies faced a task of such 
proportions, importance, and danger. 



Chapter III 


THE WAR ECONOMIES OF GERMANY AND 

GREAT BRITAIN 

GERMANY 

At the beginning of the war Germany enjoyed a great 
advantage over the other countries for two reasons. First, 
she possessed a huge store of armament, of raw materials, 
and even of food. Second, her industrial capacity and her 
economy generally had been highly organized along the 
lines of pre-war defence economy. As the German 
Reichsbank stated, in its annual report for 1939, “The 
transition to wartime activity, thanks to the work of 
organization accomplished in the preceding years, has 
been rapidly and smoothly completed, enabling the 
economy to achieve the expansion of its productive 
capacity necessary to meet the wartime needs. 1 Germany 
began the war with a comprehensive and totalitarian 
controlled economic organization which was readily 
extended to meet all the important new tasks imposed by 

the war emergency. 

The general war strategy was formulated principally 
with a short war in view—a Blitzkrieg. But from the 
beginning, some measures were taken to cover a longer 
period (such as comprehensive rationing 2 of consumption 

1 Federal Reserve Bulletin (September 1940), p. 942. 

According to a German official, State Secretary Korncr, “ We are far 
ahead of our enemies, whose economic organization remains still extremely 
hesitant and incomplete.” From Vierjahresplan (January 5, 1940), as 
quoted by H. W. Singer in “ The German War Effort in the Light of 
Economic Periodicals,” Economic Journal (1941), pp. I 9 ‘ 35 - 

2 A member of the German Fligh Command, Becker, asserted that 
“ Rationing of vitally important consumption was only an organic con¬ 
tinuation of the peace economy.” Deulscher Volkswirt (1941), p. 29. 
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at a time when this was not needed to maintain supplies). 
As we shall see later, the economic phase of the general 
strategy was not without influence on military policy. 

he purpose in the actual war is the same as that of 
any other country-to increase production for war as 
much as possible and to mobilize all economic resources 
even more completely than under the defence economy. 

, general methods were : complete conscription of 
labour, extended rationing of civilian consumption and 
curtailing of non-defence production, centralized com- 
mandeermg and gearing of production by allocation of 
raw materials and labour, stabilization of the general 
price and wage level, and control of foreign trade and 
to reign exchange. Consumption was curtailed as far as 
possible in order to make any recourse to inflationary 
methods unnecessary. In other words, the state sought 
through a wholesale economic regimentation to achieve 

the maximum efficiency indispensable to the conduct of 
the war. 

Although it is difficult to obtain official figures on 

many sectors of the German economy—various statistics 

were suppressed before the war started and others later— 

we shall try to determine how far this war effort was 
successful. 

Price control, linked with rationing of consumption 
is the most important item in the general policy and 
especially in war financing in Germany : it continues and 
perfects the programme initiated in the price-stop order 
issued on November 26, 1936. This order prohibited all 
increases in prices and wages from the level of October 16, 
1930- The wholesale price index on that date was 
104 '3 where the 1913 level is taken as 100), the total 
cost of living index 124-4, and the wage-rate index 83-6. 

nee and wage control was systematically developed 
wit a view to flexibility in meeting various necessities 
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in production and to elimination of war profits. The cost 
of production was subjected to various types of super¬ 
vision. 1 At the beginning of the war the original price- 
stop order was modified to effect a complex system of cost 
prices on the one hand and drastic measures to keep down 
final prices and wages on the other. The decree of 
September 4, 1939, aimed at lowering the cost of public 
orders—in view of the high profits in mechanized 
production—without change in wages or in the prices of 
consumers’ goods. In December, 1940, a number of 
new price orders were issued, establishing inter alia a new 
system of determining prices, after the Supreme Court 
had declared in November of that year that the price- 
stop decree was still in force. 2 Revenue so secured from 
excess profits was to be employed by the Treasury to 
lower the prices of various important commodities, such 
as those filling public orders, though not of consumers 
goods. And the tax was to be sufficiently flexible to 
facilitate production in new plants or in emergency plants 
where costs of production were high. 

Official indices point to success so far in maintenance 
of price and wage stability. The cost of living rose from 
127 in August 1939 to 132 in April 1941, or only 3*9 per 
cent; wholesale prices from 107*1 to 112, or only 
4*5 per cent, in the same period ; and retail food prices 
from 122 in September 1939 to 126 in March 1941, or 
only 3 • 3 per cent. These figures are, however, misleading 
in that they do not reveal deterioration in quality or the 
unavailability of certain articles of consumption. 3 

Wages have been supervised as closely as prices. When 
the war began, all extra pay for overtime was prohibited. 

1 Economist (1941), p. 341. 

2 Ibid - 

3 The Danger of Inflation in the United States and Wartime Price Control in 
Germany and Great Britain (Institute of International Finance, New York 
University, Bulletin No. 114, March 17, 1941), p. 14. 
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After some months it was again permitted, but only for 
hours of work exceeding ten a day, the extra pay for the 
ninth and tenth hours being turned over to the Treasury. 
Specially high wages were permitted for labour in new or 
very important industries, etc. But the War Wage Order 
early in the war ended the differentiation of wage levels 
which had been effected through special classifications 

of workers according to skill, special bonuses, and other 
devices. 1 

Germany’s defence economy had achieved practically 
complete mobilization before the war. The change to 
wartime production was therefore less radical than in 
other countries, but still involved a drastic increase in 
the regimentation of labour and industry. This had 
begun in direct form on June 21, 1938, following the 
Czechoslovakian political crisis of a month before, when 
a decree was issued empowering the Central Labour 
Exchange to “ mobilize all German citizens, men and 
women, to do for a limited period the work allocated to 
them in the interest of the Reich 

At the outbreak of the war this required labour took 
the form of a military mobilization, and workers and 
employers became subject to special training for war 
work. Compulsory labour has now widened to supply a 
substantial portion of the increase in production as the 
shift from peacetime to armament production has gone 
forward. 2 Many thousands had to be specially trained 
for war production, and the German Labour Front 
supplied 16,000 instructors to train them. 3 Commissioners 
examine the factories to ensure the best use of skilled 
labour, and all changes in employment are subject to 

1 Deulscher Volkswirt (March 15, 1941). 

2 By the end of 1940, 1,750,000 workers had been gradually called up 
for compulsory labour. 

3 Economist (November 23, 1940), p. 641. 
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ruling by the labour exchange. The worker, like the 
soldier, is tied to his job. Although the principle of 
maximum hours remains officially in force, the working 
day may be arbitrarily increased to ten hours for men and 
the working week to fifty-six hours for women and minors. 
Compulsory labour for those under military age has been 
extended to all single women and to childless married 
women between eighteen and fifty. 

Despite all these measures, skilled labour is considered 
a greater bottleneck in the German economy than the 
supply of raw materials. 1 Every effort has been made to 
economize on labour in the non-armament industries as 
well as in the trades and professions. Labour has been 
imported from occupied countries and from Italy ; 
agriculture has absorbed more than one and a half million 
prisoners and civilian foreign workers. And industrial 
workers are being drawn from all the Continent into the 
vacuum created by the intensified draft of soldiers in 
Germany. 

The following orders issued on June 15, 1940, by the 
German Ministry of Labour indicate the intensity of the 
mobilization of labour : calling up all reserves through 
closing down unnecessary plants; combing out of 
industry all non-essential jobs ; larger employment of 
women ; steering all unattached labour into the points 
of greatest urgency ; and a most searching examination 
of all demand. It is evident that after the intensive 
pre-war production a new increase could be achieved 
only by a complete mobilization of resources and labour 
and a longer working day. The entire industrial pro¬ 
duction was commandeered as a unit by the state so as to 
concentrate output in the most efficient plants. It was 
the task of the General Council for War Economy to unify 
the whole of the policy by co-ordinating the executive 
1 Cf. New York Times , April 28, 1941, p. 23, and July 24, 1941, p. 4. 
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functions of the various departments of the central 
administration and of the regional administrations. 
Although free initiative was extremely limited, the 
authorities have attempted to develop co-operation with 

private industry and to maintain a certain flexibility in 
the whole system. 1 

We have no exact knowledge of the German national 
income for this period and must rely on inferences from 
certain official or semi-official statements. It was 
estimated to be in 1938 about 79,700,000,000 reichsmarks 
—including Austria and the Sude'tan part of Czecho¬ 
slovakia, about 87-88,000,000,000 reichsmarks. 2 Dr. 
Reinhardt, State Secretary of Finance, estimated the 
national income of Greater Germany for 1940-41 at 
100,000,000,000 reichsmarks. 3 (We do not know exactly 
how much of Poland and other conquered territories this 
term covers.) 4 This would mean an increase in national 
income, production, and services maximum of about 
13 per cent for the first year of the war. But it is doubtful 
whether this rise could continue,' in view of the complete¬ 
ness of industrial mobilization, without resources from 
abroad. In any case, during this year the increase fell 
far short of the new demands. Some illustration may be 
found in the total receipts from sales of agricultural 
products for Germany proper, including supplies for the 
military forces ; these increased from 10,694,000,000 in 
1 938-39 to 10,948,000,000 reichsmarks in 1939-40, in other 

For this effort to unite central control with local initiative and individual 
enterprise, sec Economist (May 17, 1941), p. 660. 

2 The Frankfurter Zeitung, quoted by De Wilde, in Foreign Policy Reports 
for July 15, 1940. 

3 The official rate for the reichsmark is quoted nominally at about 

/n Kar i! M ‘ Hettlage > “Who Pays for the War?”, Deutscher Volkswirt 
^Uecember 20, 1940), p. 475, estimates German national production in 1940 
at 05,000,000,000 reichsmarks. 
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words, by only 2 -4 per cent. (The figure in 1937-38 was 
9,976,000,000 reichsmarks.) 1 

The fear of inflation resulting from the experience of 
the first World War and of the post-war period made 
Germany particularly anxious to avoid its recurrence. 
To this end the various measures of control were carried 
out in close connection with an intended non-inflationary 
system of war financing. 

The publication of the regular budget was discontinued 
in 1934. On the basis of official statements and inference, 
we may suppose that Germany was able to meet nearly 
half her expenses by taxes and the rest by loans. 
Revenues from taxes and other sources increased steadily 
as a result of the rise in national income and the higher 
fiscal efficiency attendant on total control of the economy. 
The War Emergency Decree of September 4, 1939, 
imposed a 50 per cent surtax on incomes (the general 
income tax began on incomes of over 2,400 reichsmarks 
a year and on wages of over 54 reichsmarks a week) and 
a 20 per cent increase in beer and tobacco taxes. In 
addition, states and municipalities have been ordered to 


1 The detailed figures are : 

agricultural sales (in millions of reichsmarks) 


Cereals 

Potatoes for human consumption 

Potatoes—total 

Sugar 

Fruit 

Vegetables 

Total plant products 

Total livestock for slaughter 

Total dairy and animal products 

Milk 


1937-38 

1938-39 

1939-4° 

1,644 

2,267 

2,015 

446 

470 

560 

629 

648 

733 

702 

574 

619 

375 

;*7 

368 

210 

217 

232 

3.880 

4,162 

4,326 

3.556 

3.722 

3,577 

6,056 

6,532 

6,622 

2,025 

2,302 

2,465 


These figures show that in Germany’s wartime diet the consumption 
of meat and other high-quality foodstuffs has been reduced in favour 
of potatoes (which rose by 19 per cent) and vegetables and sugar (which 
rose by 8 per cent). Increases in receipts from milk and dairy products 
resulted from statutory increases in prices. See the Economist (June 7, 
1941), p. 76!. 
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increase their contributions to the central government. 1 
As all profits were controlled at the source, an excess 
profits tax was considered unnecessary. 

Revenues of the Reich increased from 6,800,000,000 
reichsmarks in 1933 to 17,700,000,000 reichsmarks in 
1938 and to 23,600,000,000 in 1939. For the fiscal year 
ending March 31, 1940, the tax receipts were estimated 
at 25,000,000,000, and for 1940-41 at the record figure 
of - 27,200,000,000. 2 Reinhardt estimates the corre¬ 
sponding amount for 1941-42 at 30,000,000,000 reichs¬ 
marks ; other normal revenues arc expected to yield 
5,000,000,000, and the contribution of the German local 
communities will provide 1,400,000,000 more. Finally, 
the annual payments (contributions or reparations) of the 
protectorates toward the German expenses in the seven 
occupied countries are calculated at 3,600,000,000. The 
total revenue should thus reach about 40,000,000,000 
reichsmarks. Taxes and other ordinary revenues collected 
within Germany were absorbing about 35 per cent of the 
national income, put at 100,000,000,000 marks. 3 To this 
we must add the levies of provincial and local govern¬ 
ments and various substantial contributions, which are 
voluntary in name only (“ Winter Help,” “ People’s 
Gars,” etc.). The financial burden on the German 
people is very heavy and cannot be successfully increased 
in any considerable degree. 

The 55 per cent of war expenditures not covered by 

1 J. R. Hicks, U. K. Hicks, and L. Rostas, The Taxation of War Wealth 
(Clarendon Press, Oxford, 1941), p. 147. 

2 New York Times , May 18, 1941. 

During the first quarter of the current fiscal year, which ended on 
June 30, 1941, taxes, direct and indirect, and customs yielded 7,176,000,000 
reichsmarks compared with 6,067,000,000 reichsmarks during the corres¬ 
ponding period of 1940. Statement by Reinhardt on August 2, 1941. 
New York Times, August 4, 1941, p. 6. 

3 Cf. also the appendix to the annual report of the Bank of Canada 
for 194 0 containing Governor Towers’s memorandum on German war 
finance. 





66 


War Economies 


taxes and other regular revenues had to be met by 
borrowing. For the fiscal year 1940-41, the Reich’s 
expenditures amounted to about 68,200,000,000 reichs¬ 
marks, whereas revenues from taxes and other sources 
came to only 30,200,000,000, so that its debt rose in the 
period by 38,000,000,000 reichsmarks. 1 The general 
economic organization made relatively easy the securing 
of this balance : as the Reichsbank said, “ Restrictions 
upon the general standard of living through curtailing 
output of consumption goods has directed increasing 
attention to the importance, from the standpoint of 
currency policy, of skimming off and concentrating the 
surplus purchasing power of the German economy.” 2 
Germany did not openly employ any form of compulsory 
saving or forced loans, but the completeness of the 
economic control made this type of saving far from 
voluntary. Civilian spending is under an all-embracing 
ration system ; industry may enter into new enterprise 
only by government permission and in conformity with 
allocations of raw materials ; trade cannot freely 
replenish depleted inventories. Thus the real savings of 
the population—the liquid capital resulting partly from 
not replenishing stocks, making replacements, or investing 
in new ventures, and partly from higher profits—have 
no outlet other than as deposits with banks and credit 
institutions, in buying of government securities, or in 
buying of common stocks. 

1 New York Times, June 8, 1941. Statist for April 26, 1941, on p. 364, 
gives the following figures : official expenditures for the 18 months from 
July 1939, to December 1940, were 83,243,000,000 reichsmarks, or nearly 
the total of 86,875,000,000 for the six years from April 1933, to March 1939 - 
In 1938-39 these expenditures stood at 29,288,000,000, in 1939-4 0 at 
47,963,000,00°, and in 1940-41 at about 64,000,000,000 (although other 
official sources estimate them at 68,200,000,000). In the calendar year 
1940 borrowing is estimated at 33,124,000,000, or 56 per cent of apparent 
expenditures; other receipts reached only 26,250,000,000, or only 44 p^ r 
cent. 

2 Federal Reserve Bulletin (September 1940), pp. 942-3. 
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The only real outlet for buying non-rationed com- 
modmes rs the stock exchange, which consequently 
registered a rise in the market values of common stocks 
from 9 3 ; 2 m August .939, to 1,5-9 i„ August 1940, and 
o 131-1 in April 1941, , n spite of the limitation of 
dmdends to 6 per cent of their face value and repeated 
official warnings.' The sharp upward movement con¬ 
tinued with the stock price index steadily going up in 
June and July. This movement of common stock prices 
m Germany together with a similar tendency in the 

^ p Pled C ° Unt "“ ( f ° r ^stance common stock prices on 

If ^° Ck ExChangc) can be taken as a n indication 

ol the definite existence of the inflationary fear and 

nervousness Therefore a practice has been introduced 

Ol limiting daily increases in quotations of individual 

shares to 1 or i£ per cent of their value. Proposals of 

mtroducmg a market organization as it exists for virtually 

all German commodity markets or the fixing of security 

prices are surprisingly regarded as impracticable since 

such measures would destroy the vital function of the 

stock exchange. Strenuous efforts are, of course, made 

to increase the saving of and subscription to government 

onds, and some fiscal measures were adopted for that 

purpose. (There is also the permanent “advice” to 

companies with great liquid funds to invest them in 

government securities.) The German people prefer 

savings in the form of bank deposits to securities, and as 

ran,-Hr r the tota * of such savings has risen 

rapidly. (The total wartime savings up to the end of 

940 were 8,000,000,000 reichsmarks, bringing the total 

01 savings deposits to 30,000,000,000 reichsmarks. 2 And 

Bul ‘ C,in ’ Jl " y ’ ’ 94,> p - 7,? - Ncw York Tmm, 

J New York Times, March 13, 1941, p. 2. 

m Au7^.;,X^ l ^Xo, ( t n Si^L ) ', n p cr 
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the only investment opening for the banks is government 
bonds. In fact, however, these accumulated savings 
deposits represent an immense purchasing power 
“ blocked ” without use, which constitutes a latent 
inflation that may suddenly come into the open unless 
checked by new restrictions. This is a serious weakness 
in the German “ non-inflationary ” financing. 

Clearly in a capital market so administered it was 
not difficult to establish a cheap money policy. The 
percentage yield of government bonds sank from an 
average of 4-58 per cent in 1939 to 4-45 per cent in 
November, 1940, 1 and the index of bonds increased from 
98-9 in September, 1939, to 101*4 in December 1940, 
and to 103 in April 1941. The rate on treasury bonds 
dropped frorrt 4*5 per cent to 4 per cent and then to 
3*5 per cent at the beginning of 1941, and the bank rate 
was reduced from 4 per cent to 3 *5 per cent. 2 According 
to the Reichsbank’s official statement, circulation of its 
notes developed as follows : July 31, 1939—8,980,000,000 ; 
August31 — 10,900,000,000; December30—11,790,000,000; 
December 31, 1940—14,030,000,000; April 30, 1941 — 

14,680,000,000 ; and July 31, 1941 —16,030,000,000. 
Although this increase is considerable, it cannot in itself 
be taken as proof of inflation. The Reichsbank explains 
the increase in the first year by the army’s demand for 
large cash payments and reserves and by the expansion 
of the German economy attendant on the accession of 
territory (in which the rate of circulation was especially 
low). 3 Moreover it is argued that this increase 


by more than 50 per cent and in the first six months of 1940 the deposits 
excess in savings banks was twice as big during the whole year 1939 > 
that is, the total deposits was enlarged by one-third in one year. 

1 League of Nations, Monthly Bulletin of Statistics (March 1941), p. 84. 

2 Economist (March 22, 1941), p. 378. 

3 Federal Reserve Bulletin (September 1940), p. 944. 
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constitutes a very small proportion of the total war ex¬ 
penditure of the government. But the fact remains that the 
total currency circulation of .8,600,000,000 reichsmarks 
at the end of July (including the Reichsbanks’ note circu¬ 
lation oi 16,030,000,000, about 1,600,000,000 in coins 
and 1,000,000,000 in Renten bank notes) represents an 
expansion of more then 70 per cent since the beginning 
01 the war. This expansion, which was followed by a 
drastic contraction in the quantity of available consumer 
goods and which is increasing in larger proportion since 
the beginning of the war against Russia, has to be 
observed as one of the very important symptoms of the 
general situation. An expansion of currency circulation 

continues also in all countries occupied and controlled 
by Germany and Italy. 

There is official opinion in Germany that this procedure 

ol diverting surplus purchasing power to the state can 

continue indefinitely and that financing difficulties cannot 

arise; 01, these officials contend, if an increase in 

physical requirements or in prices augments the war 

needs, larger funds will automatically become available 

to the state. They dismiss as irrevelant subordinate 

questions such as those connected with the level of interest 

rates. 1 But these arguments fail to recognize the limit 

in the ratio between the total purchasing power transferred 

to the state and the total national income. Whether— 

this I considered in Chapter II—the limit is to be set at 

50 per cent or 55 per cent or 60 per cent depends on 

various factors, primary among which are the purchasing 

power represented by the remainder and the probable 
duration of the emergency. 

The Reich’s indebtedness was stated as of March 31, 
1941, to be 90,000,000,000 reichsmarks, but it increased 
during the first quarter of 1941 at the rate of 

Hettlage, Deutscher Volkswirt (1940), p. 475. 
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3,500,000,000 a month (altogether 10,600,000,000) and 
the war against Russia will undoubtedly raise the current 
deficit to a considerable degree, making the financing 
problem very difficult. In the preceding sixteen months 
of the war, the monthly increase had been only 
2,600,000,000. 1 In terms of the expected national income 
of 100,000,000,000 reichsmarks for the current year, this 
means that the state will consume about two-thirds of 
the national income, with a further increase in prospect. 
There would be reason to think that Germany has nearly 
reached the limit of this type of financing as well as of 
the general power of the economy to maintain itself. 
Here, however, definite reservations must be made. 

Not all loans came from actual savings ; a certain 
number must have been in the form of bank advances, 
and this will increase in the future. Others reflect 
diminished stocks or disinvestment—in other words, a 
reduction of capital ; these were very considerable in the 
first year of the war, but their importance is now declin¬ 
ing. 2 In the years to come there will be no such physical 
reserves in Germany, and the whole problem will be far 
more serious unless the reserves can be replaced by 
conquest and exploitation of foreign countries. 

As I shall explain later, during the war Germany has 
further developed the system of clearing and barter 
agreements to acquire various necessary commodities on 
her own terms. Her resources have also been strengthened 
by large stocks of all kinds of commodities from conquered 
countries and by financial contributions from those 


1 New York Times, May 18, 1941. 

2 Hettlage estimates the capital consumed in 1940 at some 12,000,000,000 
reichsmarks, of which 3-4,000,000,000 represents neglected replacements 
resulting from the use of stocks for war purposes, 5-6,000,000,000 the 
exhaustion of stocks of raw materials and goods, and the rest, decreased 
private formation of physical assets. He estimates the reduction of private 
consumption at 14,000,000,000 reichsmarks. 
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countries, estimated by R. A. Butler, British Under¬ 
secretary for Foreign Affairs, at £1,150,000,000 a year, 
this including the French occupation payment. 1 More 
important is the fact that Germany .organizes the 
economies of all the conquered countries to conform to 
her own needs. The financial and economic limits upon 
her capacity to carry on the war have been thus extended 
from her own economy to the economic organization and 
resources of nearly the entire European continent. 


GREAT BRITAIN 

Wien the war started there was a fundamental 
difference between the British and German economies 
and between the British and German conceptions of 
warfare. Great Britain’s was a welfare economy governed 
according to democratic political principles and resting 
as a whole on freedom of enterprise. This economy had 
neither the techniques nor the basic preparation for a 
comprehensive wartime organization. The great task of 
putting it on a wartime basis, accumulating the maximum 
supply of commodities needed for war and adjusting 
consumption to this, had to be carried out ab initio . 2 
The government was reluctant to introduce economic 
regimentation, preferring to work step by step with as 
much reliance as possible on persuasion and co-operation. 
Chamberlain’s government looked forward to a long 
defensive war, in contrast to the German policy of a 
Blitzkrieg attack, and relied heavily on the weapon of 
economic warfare. 

The handicap imposed on Great Britain by the com¬ 
pleteness of Germany’s preparation was balanced to a 


* New York Times, March 20, 1941. 

of HiZTt” l tST COn f m ain ? had bwn '° raise th ' standard 

See W 8 F Crirll^ ^ W 5°?f, s,nge P ur P°se was national defence.” 
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certain extent by the following facts : Her economy was 
internally much stronger, because its labour and materials 
had not already suffered several years of burden imposed 
by defence economy ; and her higher standard of living 
constituted a greater reserve for reducing consumption 
and for increased taxation and saving. Furthermore, 
conditions were basically more favourable for a consider¬ 
able increase in production—much labour was unem¬ 
ployed, many plants not fully occupied, and agriculture 
not developed to its full possibilities. 

This situation may explain why the British government 
thought that the increase of national production and the 
summoning of the total national effort could be achieved 
at this stage more effectively through the play of free 
economic factors than by comprehensive control. British 
economy was in a position to turn to war purposes the 
vast reserves of her foreign assets and to enlarge her real 
war fund by imports—primarily from the Empire. Thus 
Great Britain could really meet her expenditures in part 
by a draft on national capital (at home as well as abroad) 
—a method clearly indicated by use of the term 
“ disinvestment ” in the expenditure figures for the first 
eighteen months of the war. As a financial expedient it 
is, of course, only temporary ; it conforms to the British 
conception of the war, which involves the expectation of 
sufficient time to mobilize democratically the vast 
resources of the Empire. This conception further 
assumes unbroken mastery of the seas, since Great 
Britain, more than any other country, is dependent upon 
imports of food and raw materials. Both of these assump¬ 
tions have been seriously challenged. 

Britain’s economic policy for the war can be divided 
into three distinct periods : the first up to the invasion 
of the Low Countries in May 1940, the second lasting 
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approximately throughout the following year and 

thirH a< h CnZed by lntensive armamc 'nt production, and the 
third beginning with the new budget for , 94 i 42 and 

ormulated in comprehensive national terms 

Ihe Emergency Powers Act passed on August 24 

939 , authorized the government to take over or control 

any property or enterprise, but directly forbade industrial 

conscription. Policy in this first period was determined 

by the expectation of a long war : democratic forms were 

0 be preserved and the structure of the nation’s economic 

ife disturbed as little as possible. Reliance was placed 

on normal economic mechanisms and the resources of the 

rnpire. Attention was focused primarily on production, 

this was organized in an inadequate tempo. National 

income rose ; consumption was not yet reduced. It does 

take a certain time to make a democratic people aware of 

the demands of total war, but it takes time and more time 

or a dilatory government to develop the attitude and 

techniques appropriate to the development of a war 
economy. 

Between August ,939 and May , 94 o the index of 
wholesale prices (taking ,930 as ,00) rose from 98-1 to 
134 , or by 36-5 per cent ; the cost of living (July iq U 
as too) rose from 155 to .80, or 16 per cent; andthe 
index of retail food prices (1914 as 100) rose from 137 to 
1 59. or 15 • 5 per cent ; average weekly wages rose from 
.' 05-75 to 115-75, or 10 per cent. The total number of 
insured persons unemployed (including those temporarily 
laid off) was 1,248,000 or 8-7 per cent in August .939, 

K P t0 I ’ 7 ® 6 > 000 or 10-2 per cent in February 
'940 (the best proof that a comprehensive organization 

of production was lacking) before falling to 890,000 or 
o 2 per cent in May 1940. 1 

on Curren, Ecownic 
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The rise in prices and in the cost of living (with which 
wages in important industries are linked) had various 
causes, chief among them the 14 per cent decline of the 
pound relative to the dollar. Other factors were the 
really unusual rise in shipping and insurance rates 
(railway rates rose following the higher price of coal), 
the growing war demands, and the rising wage level : 
none of these was subjected to check. Productive 
capacities were not yet fully engaged, and the price 
mechanism was considered an efficient stimulus to 
production. 1 There was no general control of prices : 
even the Prices of Goods Act of 1939, effective on 
January 1, 1940, did not impose real maximum prices. 
It aimed to stop profiteering and to prevent unreasonable 
price increases in the goods listed and published by the 
Board of Trade. 2 Rationing of essential foodstuffs was 
initiated in January 1940, and applied first to bacon, 
butter, and sugar, then to meat, tea, and milk. In 1941 
rationing was extended to eggs and cheese, jam and 
marmalade. Various positive measures were of more 

1 It should be noted that the sharpest rise of prices occurred in the first 
four months of war—September through December 1939 : the wholesale 
price index rose from 98 in August to 122 in December 1939, or 24-4 per 
cent ; the cost of living rose from 155 to 173 or by 11 - 6 per cent. After¬ 
wards the rising tendency slowed down. 

2 Institute of International Finance, New York, University, The Danger 
of Inflation , p. 114. 

The prices of Goods Act prohibits the sale of price-regulated goods at 
more than the permitted price. The basic price is generally the price 
charged on August 21, 1939. Increases above the basic price are permitted 
when they are “ reasonably justified in view of changes in the business, 
since the date as at which the basic price for the goods is to be ascertained 
Under the first order issued by the Board of Trade, prices were fixed for 
“ articles which are widely and necessarily used by large sections of the 
population ”, but this does not include food products (at the outbreak of 
war increases of prices of the principal foods were prohibited). The whole 
system is very flexible and it was felt necessary to supplement it in June 1941 > 
by legislation impowering the government to impose maximum prices for 
various consumer goods. 

See Jules Backmann, “ War Time Price Control,” Contemporary Law 
Pamphlets, 1940, Series 4, no. 5. 
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importance. The Ministry of Food became practically 
the sole importer and buyer of food, handling between 
£2,000,000,000 and £2,500,000,000 worth of foodstuffs a 
year. 1 To keep down retail prices of essential foods, 
a system of subsidies was introduced, rising in amount 
from £50,000,000 to an estimated £100,000,000 in 1941. 
To stabilize agricultural prices and at the same time 
stimulate agricultural production, the government 
assured the farmer fixed prices on practically all products 
—grain, sugar, potatoes, milk, livestock. Wages for 
agricultural workers were raised considerably. The 
Ministry of Supply became the sole importer and buyer 
of aluminium, copper, lead, zinc, sulphur, wolfram, 
pyrites, flax, wool, timber, molasses, and other important 
materials. Concluding huge contracts (mainly with 
Empire producers)—some for the duration of the war, 
some to be renewed annually—it attempted to control 
and stabilize prices of all raw materials important for war. 

The last pre-war budget ended March 31, 1939, closed 
with the total ordinary revenue of £927,300,000 against 
expenditures of £940,000,000. In the fiscal year ending 
March 31, 1940, which included seven months of war, 
the deficit amounted to £767,000,000. The new greater 
financial burden was assumed in the budget of April 1940 
(the income tax was increased in the first war budget in 
September 1939 to 7s. 6d. in the pound, and various 
other taxes also were raised) which nevertheless was from 
the first regarded as inadequate to its task. 

Monetary and credit policy pursued a consistent 
course. The pound was soon pegged to the dollar on 
the new parity basis. 2 Foreign exchange was steadily 

1 War-Time Britain (British Library of Information, New York), p. 9. 

2 On September 5, 1939, the government carried through a de facto 
stabilization of the sterling. Its value was fixed in relation to gold at 
168s. per fine ounce and in relation to the dollar at 4-02-4-06. Paul 
Einzig, World Finance, p. 146. 
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tightened to utilize all foreign assets for war needs. 
Foreign exchange and foreign securities, especially 
American and Canadian, had to be surrendered to a 
central pool established by the Bank of England and the 
Treasury. Foreign trade was also controlled. The bank 
rate was raised on August 24, 1940, to 4 per cent, but was 
lowered in September to 3 per cent and in October to 

2 per cent. A cheap-money policy made it possible for 
the Treasury to borrow at low rates, and Treasury 
command of all possible resources supported by 
co-operation of private banks, was effected by direct and 
indirect regulation of the flow of capital. The Treasury 
exercised its supervision over public borrowings to main¬ 
tain strict control of new issues. 

All these measures aimed to reserve the capital market 
for the state’s new borrowing. And according to the 
Economist ,* of the total of £1,072,200,000 of new issues in 
I 94 °> government borrowing represented £1,070,800,000, 
as against only £1,400,000 of private borrowing. 

“ National Defence Bonds ” and “ National Saving 
Certificates ” and saving bonds were placed at 3 per cent 
and National War Bonds at 2*5 per cent ; and a new 
form of cheap short-term borrowing was introduced, 
i.e. treasury deposits of six months at the rate of ij per 
cent for bank loans. A large-scale campaign also in 
co-operation with the Post Office Saving Bank for 
increasing savings especially of small investors was 
launched very early in order to divert buying power to 
the state, and as early as February 1940 John Maynard 
Keynes proposed his plan for compulsory savings in the 
form of deferred wage and salary payments. This plan 
was, in modified form, embodied in the budget for 1941-42. 2 
On the whole, we cannot regard this period as already 

1 “Commercial History of 1940,” Economist (March 15, 1941), pp. 5, 6. 

3 See J. M. Keynes, How to Pay for the War , Macmillan, London, 1940. 
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a real transition from peace to war economy. Great 
Britain s wealth in resources has tended to make her 
underestimate the magnitude of the economic effort 
involved in total war. National production was unques¬ 
tionably, but insufficiently, increased. The total increase 
m national income was less than the increase in state 
expenditures. National consumption dropped very little. 1 
Of course a wealthy economy was in a position to use up 
a part of its capital in this first period, provided it was 
doing so with the purpose of achieving greater flexibility 
and thus greater productivity-in general, a more 
complete adjustment to war needs. 


The invasion of the Low Countries and the defeat of 
rrance revolutionized British economic policy. The Bill 
of May 22, 1940, vested in the government a vast new 
emergency power, conferring upon it authority to make 
provisions requiring persons to place themselves, their 
services and their property at the disposal of His Majesty 
as it appears to him to be necessary or expedient ”. In 

, 1. to empower the government 

to direct any person to perform any service required, 2 

to fix wage rates, hours and conditions of employment 
and to inspect premises and employers’ records! 
Munitions production was put directly under government 
control. Superfluous concerns might be ordered to shut 
down, subject to reasonable compensation. A special 
department to stimulate aircraft production was created. 
The government was thus granted power to institute a 


It/ redActfor^in'the 

m o.orini of &^t e ( A;s ,y ,;? r£ti.T ndi,um on d °" m and 

Variouf 7 mS,^ r fl h ° f New York, .940), 

No. 3 .',6 C mei ?'; rai are contained in Bulletin 

York Univ^rTitv ^ Institute International Finance of New 

York University in an article : “ Some Aspects of British War Economy ” 
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totally administered economy for the duration of the 
emergency and, especially, also to regulate production, 
distribution, or consumption of any commodity and to 
control prices. 

But it was still considered preferable to employ all 
these powers not for regimentation but for strengthening 
the government’s hand in obtaining the necessary 
voluntary co-operation. The pressure of war made 
impossible the immediate establishment and development 
of a comprehensive programme, but war industry had to 
be mobilized at once, especially in needed armaments like 
aircraft, tanks, and munitions. Industry was put on a 
seven-day week, and wherever possible a three-shift day 
was adopted. 

The number of unemployed dropped to 705,000 in 
December, 1940, and to 581,000 on February 10, 1941 ; 
this meant that the proper labour reserve was nearly 
exhausted. Training of unskilled labour was organized, 
and in March 1941, all men of 41 and 42 and all women 
of 20 and 21 were ordered to report for work of national 
importance. Plans were prepared curtailing in certain 
industries the right of employers to discharge labour and 
the right of labourers to change their jobs. 1 

As a whole there was little direct regulation of industry, 
except for the extension of control over the large number 
of munitions plants. Supplies of raw material were 
rationed, production of certain goods (as motor cars) 
for the home market was prohibited, and sales to retailers 
in textile and many other goods were limited. 

The war effort was accelerated also in the financial 
field. The expanded budget of July 1940 raised the 

1 The Essential Work Order issued in April 1941 has been applied 
to the merchant marine, to shipbuilding and ship repairing, to coal mining 
and civil engineering, in order to prevent the exodus of labour from those 
trades. Economist (June 28, 1941), Supplement, p. 5. “ British Labour 

in War-Time,” British Library Leaflet, July 30, 1941. 
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income tax to 8s. 6d. in the pound, or 42-5 per cent, 
increased taxes on beer, spirits, tobacco and matches, 
raised postage rates and imposed generally heavier 
taxation, was the real attempt, though still insufficient, 
to cope with the situation. In October 1940 a purchase 
tax of 33J per cent was imposed on wholesale prices of 
specified luxuries and of i6|- per cent on the wholesale 
price of various personal and household goods. The 
final deficit for the financial year 1940-41 was 
£ 2 > 475 > 000 > 000 against an estimated deficit of 
£2,100,000,000. (Total ordinary revenue £1,409,000,000 
against £3,884,200,000 in total expenditures.) 

Prices and wages continued to rise in this period, but 
more slowly. The index of wholesale prices rose in 1940 
from 134 in May to 149 in December, and to 151 in 
April 1941, or by 12-5 per cent ; the cost of living index 
rose in 1940 from 180 in May, to 195 in December, and 
to 198 in April 1941, or by 10 per cent ; and retail food 
prices rose from 159 in May to 173 in December, and 
were 169 in April 1941, or rose by 6-5 per cent. The 
use of subsidies to keep down prices of basic foods was 
permanently extended (to bread and flour, home-killed 
meat and bacon, and milk)—the amount for 1941 being 
£100,000,000. Price control was also extended and the 
scheme of maximum prices widened. But the policy 
still lacked the necessary comprehensiveness. 

The upward movement of wages was due in part to 
their being linked to the index of the cost of living or to 
the price of some important product. Professor Bowley’s 
index of wages shows an increase from 115 J in May 1940, 
to 121J in January 1941—5J per cent ; and total earnings 
have, of course, risen more. 1 

1 The National wage bill shot up from £1,820,000,000 in 1938 to 
£ 2 » 43^> 0Q0 >° 00 in 194°— an increase of 36*5 per cent. Financial News 
(April 15, 1941), p. 1. Total earnings have risen nearly 30 per cent (due 
to overtime pay and increased hours), against the advance of 27 per cent 
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About two-thirds of total wages are subject to pro¬ 
cedures of collective bargaining : both employers’ 
organizations and the trade unions have agreed to bring 
all disputes before a new National Board whose rulings 
are binding. The number of working days lost by 
industrial disputes declined rapidly. 

To curtail civilian consumption a system of priorities 
for raw materials has been adopted ; it ranks war 
industry, production for export, and domestic consump¬ 
tion in that order of preference. Textiles have been 
directly rationed and the sale of many consumers’ goods 
restricted in various ways. The volume of retail trade 
for the year ending January 1941 may be inferred from 
calculations of daily turnover value by the Bank of 
England : general merchandise was 4-2 per cent higher, 
food and perishable articles 2 • 7 per cent, and the general 
level 3*3 per cent higher. 1 Total stocks on hand were 
valued at 21 per cent higher than those of a year earlier. 
These figures, however, must be reduced to take account 
of the rise in prices, if a real picture of the volume of retail 
trade is to be obtained. 

Total imports in 1940 stood at £1,100,000,000, 24*2 per 
cent higher than in 1939 ; total exports were £439,300,000 
a drop of 9-5 per cent ; and the excess of imports over 
exports was £660,700,000, a rise of 65 • 2 per cent. Since 
May 1940 foreign trade volume has declined in direct 
ratio to the fall in exports. 

In this connection it should be noted that great efforts 
have been made to increase agricultural production. By 
the beginning of 1941 more than three and a half million 
new acres had been put under intensive cultivation, 
bringing the total to over twelve and a half million acres ; 


in the cost of living index since August 1939 (“ British Labour in War- 
Time 


1 “ Commercial History of 1940,” Economist (March 15, 1941), p. 29. 
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and the harvest of 1940 yielded an increase in cereals of 
one million tons. It is expected that by development of 
home agriculture, imports of food can be cut from the 
pre-war 60 per cent to 35 per cent. 1 

In general, the British economy at this time was in 
full transition from peace to war. Production was 
increasing, unemployment disappearing, price and wage 
rises slowing down, consumption being reduced under 
the impact of extended direct and indirect rationing. 
The increase in production was not sufficient to meet the 
increased demand, and a considerable part of war needs 
were being met out of capital resources abroad and at 
home. And the opinion still prevailed that the economy 
was not yet fully mobilized in the fashion required for 
the waging of total war. I quote from a leading article 
in the Economist to illustrate the difficulties faced by the 
democratic process in organizing an economy for war. 
Calling for a vigorous prosecution and co-ordination of 
war effort, the writer said : “ It should no longer be 
possible for a Chancellor of the Exchequer wilfully to 
underestimate his task and impose upon the gallant 
fervour of the voluntary savings movement a labour of 
Sisyphus. It should no longer be possible for either 
wages or prices to move in sections out of all relation to 
the crying needs of the war effort, for extra war earnings 
to flood depleted markets and for the strategic prices of 
fuel and transport to rise against every effort to keep the 
wartime change in values within moderate bounds. It 
should no longer be possible for men and plants thrown 
out of work by indispensable war measures to stand idle 
and useless, while the shadow of a crippling shortage of 
labour in the war industries not many months from now 
grows deeper. It should no longer be possible for 
measures of rationing which are wise as well as expedient 

Bulletins from Britain,” British Library of Information, May 1941. 
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to appear too late and reluctantly. It should no longer 
be possible for antique bogeys—like compulsion, whether 
of master, man, or saver, all of whom are willing enough 
if told what to do by the men they have chosen as leaders 
—to block the path of necessary progress.” 1 

The call was generally issued for greater economic 
effort and for a comprehensive economic war plan. 


The demand was answered in the budget for 1941-42, 
submitted to Parliament in April, and in the war economic 
programme presented at that time. Simultaneously 
publication of the whole development of war financing 
gave entremely valuable information on the structure of 
the British war economy. I cite below the important 
figures (see table below). 2 

Total government expenditures in the first war year 
were covered by revenue, extra-budgetary receipts, and 


Tear of September Six months September 
1939-August 1940 ■ 1940-February 1941 


Total government expenditures 
in million £ 

Revenues 

Draft on external capital 3 
Draft on domestic capital 4 
Extra-budgetary receipts 
Increase of tax accruals 
Savings of local authorities 
institutions and companies 
Personal savings 

Total income 


2,597 2,074 


1,148 

837 

542 

479 

60 

240 

113 

9 ° 

140 

— 20 

272 

> 3 i 

320 

320 


2,595 2 >°77 


1 Economist (January n, 1941), P- 3 2 - 

2 See the Banker (May 1941), pp. 77 * 9 ° ; Economist (April 12, * 94 *)» 
pp. 475-77 ; and the White Paper, An Analysis of the Sources of War Bwance 
and an Estimate of the National Income and Expenditures in 1938 and 1940, H.M. 
Stationery Office. 

3 This represents liquidation of foreign assets held by both public funds 
(mainly by the Exchange Equalization Account) or private owners. 

4 Meaning goods drawn out of stocks and available to the government. 



War Economies 83 

increase of tax accruals in the extent of 54 per cent (by 
revenue alone, of 44-1 per cent), by the draft on capital 
2 3 1 P er cent > by personal savings 12-3 per cent, and by 
other savings 10-4 per cent. In the six months following, 
revenue, extra-budgetary receipts, and increase of tax 
accruals covered 43-7 per cent (revenue alone 40-4 per 
cent), the draft on capital 34-7 per cent, personal savings 
! 5'5 P er cent, and other savings 6-4 per cent. 

These figures are very significant in their revelation 

of Britain’s economic strength ; they go far to dispel the 

fear of an inflationary “gap”, officially defined in 

economic terms as “ the amount of the Government’s 

expenditure against which there is no corresponding 

release of real resources of man power or materials by 

some other part of the community”. In the first year 

77-1 per cent and in the next six months 78-4 per cent 

of the entire outlay were financed by revenues and the 

draft on capital, against, respectively, 22-8 per cent and 

21-6 per cent by savings. 1 The inflationary “gap” 

asserted by various analysts was thus limited almost 

entirely either to that part of savings which can hardly 

be considered real savings—as they do not result from 

reduced consumption—or to that part of the draft on 

capital which was connected with some creation of 
credit ad hoc. 


menf exoetZ S! *1 analys,s > ° r ut of £2,597,000,000 of true govern¬ 
or half 0/ the ZrnZ T War ^ ° f £ 2 >°74,000,000 of the 

oFov h * U ° f he sccond y ' ar > £542,000,000 and £479,000,000 were paid out 

&o™ r rCC % SC 7 hat ° Ut ° f Strictly d0mestic resourccs ^re financed 
Great 5 Bri?^ ^r d ^ , » 595 .ooo,ooo. Because of this kind of financing 

purch Jni ^ amed F 0d$ fr ° m abr0ad without an V new domesti? 

p chasing power created in connection with these supplies. 

nCedcd f ° r War are - manufact ured in the country, govern- 

has then^to gei \ ei f atc ‘ ncom e, new purchasing power, which 

abroad and a ' fn ?“. the market - But if these goods are bought 

consumer ?nr P nm ° CX1Sting f ap - ita1 ’ which must not ^ converted in 

procSThai Sh?* n °, nC n P urchas,n J P° we r is created and the whole 

s P UDDlSs amt ant ‘* mflat,ona ry e^cts, just as for instance the food 

upplies sent to Great Britain on the Lend-Lease Bill basis. 
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This use of large capital resources 1 explains the relative 
lightness of the burden on national income and con¬ 
sumption. The increase of £2,251,000,000 in government 
expenditure between 1938 an d *94° was a tt en ded by a 
rise of only £1,171,000,000 in net national income ; 
investment of £210,000,000 in 1938 gave way to a net 
disinvestment of £949,000,000 in 1940—a total difference 
of £1,159,000,000. This process is well illustrated by 
the following comparative figures on the various purposes 
for which the net national income was spent 2 : 


Total net national income 
Consumption 

Central and local government 
Net investment or disinvestment 

Total consumption in per cent of 
national income 


* 93 8 

1940 

1940 


1st 

4th 


quarter 

quarter 

100 

100 

100 

77 

66 

63 

*9 

42 

67 

4 

-8 

-30 

IOI 

108 

130 


The net national income for 1940 was estimated at 
£5,586,000,000, against £4,415,000,000 in 1938. The 
Economist used for this comparison a wider conception 
of national income—including, besides the net income, 
total transfer incomes (incomes given without any 
current returns, interest on national debt, and old age 
pensions), allowances on depreciation, indirect taxes, 
and disinvestment of capital (in excess of allowances for 
depreciation). It thus arrived at a figure—for the total 
volume of goods and services of all kinds, as well as 
income and capital available for use—of £7,898,000,000 
for 1940, as against £5,948,000,000 for 1938. 3 If this 

1 See Federal Reserve Bulletin (February 1941), pp. 99-101, for an 
official statement regarding the gold and dollar resources of Great Britain 
and their use. This put the total amount held on August 31, 1939 > at 
§4,483,000,000, which had because of expenditures of §2,316,000,000 
decreased to §2,167,000,000 at the end of December 1940. 

2 Banker (May 1941), p. 83. 

3 Economist (April 12, 1941), p. 940. 
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figure is taken as a basis—and it makes possible correla¬ 
tion with the Treasury definition of the inflationary 
“gap”—the total government expenditure in 1940 was 
about 42 per cent of available resources (nearly 60 per 
cent of net income), and only about one-sixth was 
secured to the government by taxation (about 23 per cent 
of the net income). Consideration of total available 
resources makes clearer the psychological pressure, 
although the real economic burden is more directly 
indicated by reference to the net national income. 

If we analyse the figures regarding the war financing 
for the period of eighteen months of war from the point 
of view of deficit and increased state debts, then the 
government expenditures not covered by budgetary or 
extra-budgetary receipts represented in the first year of 
war the amount of £1,336,000,000 and in the period 
September 1, 1940-February 28, 1941, £1,147,000,000— 
a total of £2,583,000,000. Proceeds of sale of pre-war 
resources of the Exchange Equalization Fund brought 
£388,000,000, and there remained, as the net amount 
borrowed through sterling loans, £2,095,000,000. An 
analysis of the forms of sterling public loans was published 
in the British Government White Paper ; a summary of 
the development is shown in the following table: 


Post Office and Trustees Savings banks 
National Saving Certificates 
Defence Bonds 
Other public issues (net) 

Fiduciary issue (increase) 

Treasury bills held at the market (net) 
Banker’s deposit receipts 


Year Half Year 

Sept. /, 1939- Sept. /, 1941 
Aug. 31 y 1940 Feb. 28 , 1941 
Million Pounds 


82 

95 

125 

83 

146 

84 

261 

385 

50 

458 

-29 

30 

325 

1,152 

943 


Total 


2,095 
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The nominal value of the total internal national debt 
on March 31, 1940, was £8,931,000,000 as against 
£8,027,000.000 a year earlier and against £8,475,000,000 
in September 30, 1939. The total debt at March 31, 
1941, was £ 11,400,000,000 or the increase since September 
1939 amounted to nearly £3,000,000,000. (Foreign and 
domestic capital used for the financing of war has been 
transformed in government bonds.) 

The budget for 1941-42 totalled in expenditure 
£4,207,000,000 (but the estimate was reduced to 
£3,700,000,000 for total domestic expenditure after the 
Lend-Lease Bill made unnecessary various payments to 
the United States). This total is to be made up 44*2 per 
cent out of ordinary revenues from pre-existing taxation 
—£ I ,636,000,000, and 41 • 1 per cent out of other income 
such as savings and the draft on capital—£1,522,000,000, 
with a “ gap ” of £542,000,000 remaining. This 
amount, budget experts anticipate, will be covered by 
new taxation yielding annually £252,000,000 and by 
further increases of from £200,000,000 to £300,000,000 
in personal savings. 

Increased tax revenue will come from the income tax, 
of which the standard rate is raised to 10s. in the pound 
and on which personal and earned income allowances are 
reduced, with, moreover, an extension downward to cover 
two million more taxpayers (increasing the number of 
taxpayers to twelve million). The direct tax is progres¬ 
sive and goes with the surtax on personal incomes up to 
a combined maximum of 97 • 5 per cent. The surtax rate 
increases to 47 -5 per cent on all income over £20,000.' 

1 The amount of income tax payable reaches the effective rate of 
10 per cent on an earned income of £140 for a single person, or £250 
for a couple, or £400 for a couple with two children. But a new and 
very interesting feature of this programme—reminiscent of Keynes’s plan 
of deferred payment, and balancing the reduction in allowances—is the 
provision for post-war rebates, which the taxpayer will receive after the 
war in the form of a credit in the Post Office Savings Bank. For instance, 
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The last budget proposed to estimate expenditures 
realistically ; and in it no expectation of a large infla¬ 
tionary gap is manifest. The intensity of the war may 
of course occasion a rise in expenditures, and it may be 
questioned whether the draft on capital will continue at 
the same rate or be replaced by foreign credits. In any 
case, promotion of savings is of increasing importance, 
both as a source of revenue and as a device for controlling 
spending and the capital market. 

The budget is significant not only from the financial 
point of view, but also because of its relation to the entire 
national economic programme. The Treasury was con¬ 
vinced that there will be no inflationary gap, and declared 
its determination to stabilize, by subsidy where necessary, 
the prices of all essential goods entering into the cost of 
living, as well as the cost of essential services such as coal, 
gas, and electricity. This involves, of course, a national 
programme for stabilizing wages. The British national 
policy is now clearly based on the recognition that total 
war requirements are unlimited, 1 that the total effort 
must be steadily increased, and that this must in the long 
run be at the expense of consumption, of the standard of 


a married couple with two children and an income of £500 pays a tax of 
£76 and receives a credit of £28. 't his is a form of compulsory saving 
which is of considerable political convenience in controlling the spending 
of the low income group. The total thus saved is estimated at £125,000,000 
annually for the duration of the war. This applies obviously to lower 
incomes, but the scheme of taxation makes it practically impossible for 
anybody to have more than £3,000 earned income a year. 

The Excess Profits Tax of too per cent of excess profits provides that 
one-fifth of all taxes collected shall be returned to the taxpayers at the 
end of the war on condition of its being used for reconstruction and renova¬ 
tion. This amount is estimated at £35,000,000 a year. The provision 
aims to stimulate production and to lay a basis for post-war reconstruction, 
but the company credit when returned will be subject to income tax. 

1 In his speech on July 29, 1941, Prime Minister Churchill said : “ We 
are not a totalitarian state but we are steadily, and I believe as fast as 
possible, working ourselves into a total war organization,” New York Times , 
July 30, 1941, p. 6. 
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living. The conviction is now apparent that the war 
economic system must be shifted from a financial basis 
to one conceived in terms of a real economy of goods and 
services. 

Control of purchasing power aims to divert to the 
Treasury the maximum of normal market expenditures. 
This is the purpose of the new income tax ; the total 
of tax revenue may bring in as much as 25 per cent 
of the national income. Floating of loans—real saving 
—is again aimed at this goal. The savings campaign 
had realized by July 1, 1941, a total of subscribed 
savings certificates, saving bonds and defence bonds of 
1,646,617,000, or, for the duration of the campaign, 
about 15 per cent of the national income. (For the month 
of May 1941, the total was £197,000,000, for April, 
£104,100,000, for March, £114,000,000—giving for 
those three months £425,000,000 ; this would extend, 
if continued at the same rate for a year, to about 
£1,700,000,000 or more than one-fifth of the national 
income.) Besides that, the 3 per cent war loan brought 
£302,528,000. 

The monthly average of clearing-banks deposits 
amounted in 1940 to £2,484,000,000, in contrast with 
an average of £2,248,000,000 in 1939 ; and the figure 
for June 1941 reached £2,946,000,000 as against 
£2,800,000,000 in December 1940. 1 The monthly 
average of notes in circulation in 1940 was £566,000,000, 
against £509,900,000 in 1939 ; at the end of April it 
reached £621,000,000, and on July 23, 1941? 
£652,654,817, approaching the present limit of 
£680,000,000. 

1 According to the Economist (June 21, 1941), p. 817, the total of bank 
deposits in the hands of the public has increased by £657,000,000 or 
30 per cent over the preceding two years. And in the same two years 
the increase in the volume of credit placed at the disposal of the Treasury 
by the clearing bank’s holdings of gilt-edged securities, Treasury Bilk and 
Treasury deposit receipts has been about £685,000,000. 
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The total national debt reached on June 3 o, 1941, the 
amount of £12,101,000,000 against £11,394,000,000 on 
March 31, 1941 ; that would correspond to a yearly 
increase of about £3,000,000,000 or much more than was 
expected. The total increase since September 30, 1939, 
is about £3,631,000,000. The floating debt as of June 30, 
1941, was £3,063,000,000 as compared to £1,167,500,000 
at the outbreak of war, and £1,489,000,000 on March 31, 
1940- This represented a total increase since the out¬ 
break of war up to June 1941 of £1,895,500,000 against 
the total increase of state indebtedness of £3,630,000,000, 
or about 50 per cent. 


. ® ut t ^ ie analysis of the expansion of the floating debt 
since the outbreak of the war shows that a considerable 
part of this expansion (amounting to £903,220,000) 
represents the investments of various government funds, 
especially of the Exchange Equalization Account. Of 
the remaining £992,250,000, a certain part represents 
the investment of funds accumulating in London on 
behalf of Central Banks and issuing authorities in the 
sterling area. Thus the floating debt in the normal sense 
really accounts for only a minor part of the total expansion, 
proving again the non-inflationary policy of the British 
government and demonstrating clearly the difference in 
nature and structure of wartime borrowing in Great 
Britain and Germany up to now. 1 

There is little prospect of a slowing down : government 
expenditures will continue to grow, are currently run- 
at £12,000,000 a day, and the savings at the rate of 
£5,500,000 a day are not enough to bridge the “ true 
inflationary gap ”. a The Exchequer returns for the first 


1 Ecorumist (July 5, 1941), p. 16. 


2 The Chancellor of the Excheq 
Economist (June 28, 1941), p. 848. 
Ordinary expenditure for the 


uer in the Commons on June 24, 1941. 
week ended June 14, 1941, reached 
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quarter of the financial year 1941-42 (April i-June 30) 
show the total ordinary revenue as £319,158,000 and 
total ordinary expenditure as £1,074,281,000, or a 
deficit of £755,123,000, which has to be covered by 
borrowing. 

The necessity of more savings is apparent, but the 
rise in money incomes caused by increased production 
will not suffice to make easier a great increase in voluntary 
savings. The problem of thoroughgoing price control 
at all key points like basic foods, rent, fundamental 
clothing, coal, transport, steel, gas and electricity, and 
of wage control accompanied by some form of statutary 
limitation on consumption will necessarily recur. The 
index of wholesale commodity prices advanced from 
151-3 in May, 1941 to 152 4 in June, the largest increase 
since December 1940, making the aggregate increase since 
the war began 55 per cent, the rise in food prices being 
60 per cent and in industrial material 53 per cent. The 
average rise in the level of weekly full time rates of wages 
between September 1, 1939, and June 1, 1941, was about 
20 per cent. 1 The official cost of living index rose in the 
same time by 29 per cent. 

We may therefore expect a further step towards more 
comprehensive control of prices, wages, and consumption, 
combined with intensified savings campaigns in order to 
limit the danger of inflation. 

But there is no movement in the Stock Exchange 
similar to that in Germany. The index of common 


a total of £83,946,000 and for the week ended June 21, £87,749,000, 
against ordinary revenues of £19,345,000 and £25,902,000 respectively. 

The expenditures reached £12,000,000 daily, against £6,000,000 
estimated at the beginning of the war ; the value of Lend-Lease deliveries 
is, of course, not included. 

1 Quoting Mr Bevin, Minister of Labour, in the House of Commons 
on June 26, Financial News (London, June 27, 1941), pp. 1, 2. But see 
also footnote 1, page 79, on the increase of total earnings. 
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stocks shows a considerable stability, the level being still 
below the pre-war prices. The index was in August . 939, 

F 5 3 ’ , ln / anuar y ' 94 °. 75'7 J in June 1940 (defeat of 
fiance),64-9; in December 1940, 70-2; July 1941, 

75 ' 4 - On the other hand the index of bonds reached 

121-7 in April 1941, against 110-9 in August 1939 - 

117-6 m January 1940 ; 1,3-4 in June 1940, and 121 in 
December 1940. 


Insistent demands are heard for the pooling of technical 
and financial resources in industry, mining, and agricul¬ 
ture, under direct state control. 1 

Mobilization of industrial production is proceeding 
more rapidly. Labour reserves have been practically 
exhausted (the number of unemployed in April 1941 was 
411,000, and on May 12, 368,988 and 278,280 in July. 

e government has initiated a two-year conscription 
of male and female labour which must clearly be incor¬ 
porated into a large-scale demobilization of labour in 
non-essential industries if production is to be further 
increased and civilian production and consumption 
reduced. At the end of July 1941 it was announced that 
three million men and women will be required to register 
for essential war work between August 2 and December 6. 
(The women born between the years 1910 and 1916 and 
the men born in 1895, 1896, 1897, have to register now.) 

In order to economize on labour it will be necessary to 
concentrate the production of civilian goods in a limited 
number of nucleus plants. In March 1941 the Board of 
Trade developed schemes to induce private firms to 
co-operate on a basis at once appropriate to war needs 
and to a fair adjustment of their position after the war. 2 


eL,oZ fMav'3" 77^4 London - April ,2> ,94,) - p - 379 ; and 

‘Tr ration of Produc,i °‘"” 
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The concentration of the consumption goods industries 
was expected to release 500,000 to 700,000 men and 
women for war work. 1 These plans are further supported 
by increasing rigidity in the allocation of raw material 
supplies and rationing of consumption (as in clothes). 
The economy in the second half of the second year of war 
has been brought to full mobilization of production in 
conformity with the demands of war. To satisfy these 
demands a decline in civilian consumption—in the 
standard of living—is inevitable. But to avoid and 
limit inflation Britain must institute a comprehensive 
financial policy embracing definite supervision of prices 
and wages. It is a matter of political import to determine 
whether co-operation or compulsion is more suitable to 
carry this out. . 

The great resources of Great Britain and the Empire 
make possible a further draft on national capital. Real 
income from foreign sources, i.e. the Lend-Lease Bill and 
contributions from the Commonwealths, enlarges the real 
war fund of Great Britain and shifts the war burden from 
country to country and perhaps from generation to 
generation. 

The impact of total war on developed national 
economies is so severe and intense that it is generally 
under-estimated until after the time for meeting it 
effectively. Total warfare imposes demands that are 
practically limitless and lead to the exhaustion of all 
economic resources. A definite pattern of effects, 
fundamental in character, is discernible in the national 
economy, whether it be totalitarian or democratic. For 

1 This process of concentration has made the greatest advance in the 
textile industry. About 180 spinning mills have been closed out of 415 in 
the trade, and some 150 weaving firms out of about 1,000 sheds will cease 
production the next time. Economist (June 18, 1941), Trade Supplement, 

P- 5 - 
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economic strategy is one of the most important imple¬ 
ments of modern war, and democracies find that they 
must not only match the military weapons of totalitarian 
aggressors but also organize effectively to develop the 
economic necessities for war. Transformation from peace 
to an adequate war economy can be accomplished only 
through a comprehensive national plan. 

The primary necessity is satisfaction of the war 
demands, which are of such volume as to require, in 
addition to an increase in national production, a drastic 
cut in civilian consumption, and a fall in the standard of 
living below what has been anticipated. The importance 
of the real problem of mobilizing national labour, 
resources, and production has tended to eliminate purely 
monetary considerations and to promote thinking and 
planning in terms of the real economy. Money has 
become merely auxiliary to the organization of the war 
economy an aid in distributing its sacrifices and effects, 
but not in itself a motive for economic activities. On 
the other hand, this war, unlike other great wars, has 
been financed up to now on both sides with the definite 
intention of preventing further inflation. As Keynes put 
it, Germany has stopped it dead, and we have stopped 
it largely. It [preventing inflation] is a thing you must 
do. It is perfectly possible. There is no reason in the 
world why not. It’s just a muddle and there is no need 
to have a muddle.” 1 

It is a question of organization, which becomes more 
and more difficult as government expenditures come to 
absorb 50-60 per cent of the net national income (which 
is, of course, not identical with all available resources). 2 

1 New York Times (May 9, 1941), p. 1. 

2 It must be recalled in this connection that the German government 
borrows more heavily from savings deposits in banks than does the British ; 
in Oreat Britain, a much larger part of new state loans is absorbed by the 
owners of savings. Purchasing power in Great Britain is transferred 
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The government must steadily divert to the Treasury the 
excess purchasing power of all incomes, and especially 
that of the smaller incomes which have been swelled by 
war expenditures. Here, clearly, is a levelling tendency. 
The public will demand equality of sacrifices ; war must 
not be good business for anybody. At the same time, 
the public will experience a steady expansion of state 
control in all fields of economic activity. And it is a 
question whether it will be possible in a long war absorbing 
such a large proportion of national income to organize 
permanently national economy in such a way as to avoid 
inflationary effects unless an organization similar to a 
natural economy is established. 1 

Germany entered the war with a fully organized and 
mobilized war economy, whereas it took Great Britain 
twenty months from the war’s beginning to approximate 
the same status. The British, however, started with 
greater resources and financial reserves ; they could meet 
war expenses partly through drafts on capital, and thus 
lessen the strain on national income. The British 
economy has been and remains more flexible, more 
internally dynamic, and more securely founded on public 
co-operation. 

But the economic impact of total war involves some 
demands which all governments must meet. Even free 
welfare economies must adopt some measure of central 
organization. The extent to which the state can defer 

more directly from the consuming public to the government, whereas in 
Germany it is deposited first in banks. Therefore the Germans face a 
much greater danger that hidden inflation may suddenly become open 
inflation. They can prevent it only through post-war control of con¬ 
sumption, which would be very difficult politically and psychologically. 

1 The Economist (May 3, 1941, p. 580) asks for still greater efforts and a 
more effective economic organization : “ The ideal financial policy for 
totalitarian war would therefore be to guarantee an income to every 
citizen, unconnected with the work he does ; to call on him to do any 
work that is required ; and completely to control what he could consume/' 
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compulsion in favour of persuasion and voluntary 
co-operation is a matter of psychology and relative 
efficiency. The earlier the economy is adjusted to full 
wartime efficiency the smaller will be the ultimate loss. 
11 we compare the German and the British war economy 
we find indeed a great similarity, despite a different 
degree of regimentation and commandeering : in both 
countries there is the policy of financing the war without 
inflationary effects, with taxation absorbing a great 
portion of national income ; in Germany a general 
freezing of prices and wages, in Great Britain a steadily 
expanding control of prices supported by various indirect 
devices. In both countries we see reduction of non¬ 
defence production in order to release labour for war 
production, lack of skilled labour and also the con¬ 
scription-registration of workers (which, of course, was 
initiated in Germany long ago). Further, there is 
rationing of consumption in both countries ; in Germany 
this is comprehensive, in Great Britain more elastic and 
also working by indirect controls ; in both there is great 
liquidity on the money and capital markets, but whereas 
the index of common stocks in Great Britain is below the 
pre-war level, the increase of common stock prices in 
Germany reflects clearly an inflationary nervousness. 

Germany, although better prepared and organized 

at the beginning, was forced to rely relatively soon on 

strengthening and completing her resources by means 

of conquest and the economic exploitation of conquered 

territories. Economic necessities doubtless influenced her 

military programme. Great Britain also must count on 

support and deliveries from abroad, and is fortunate in 

being able to call upon the British Commonwealth and 

the Lend-Lease aid of the United States. Of course, the 

time factor and transportation problems must not be 
neglected. 


9 ^ 


War Economies 


A totalitarian war economy , thoroughly organized , cannot win 
the war if it is not backed by real economic strength ; on the other 
hand it is equally true that a democratic economy, even with the 
mightiest resources , cannot prevent losing the war if it remains on 
the welfare economy basis and is not organized quickly and 
efficiently. 

DEFENCE PROGRAMME IN THE UNITED STATES 

A detailed examination of the defence economy of the 
United States is impossible here ; we shall limit discussion 
to some of the more important problems. The extra¬ 
ordinarily strong economic position of this country, the 
size of its war potential, the high degree of self-sufficiency 
possible and the relatively insubstantial dependence on 
importation of strategic materials, the equipment and 
capacity of industry, the reserves of national income and 
the relatively light fiscal burden (as compared with 
European countries)—these factors could easily produce 
over confidence in regard to the organization of economy 
to satisfy defence needs. 

In the first year of the war American defence industry 
began to produce, in the main, goods for delivery to 
France and England. The effect of these exports on 
American economy was similar to the usual multiplier- 
effect of increased production, although it was distributed 
among a limited number of industries and although it 
caused some dislocation by changing the composition of 
total export. However, since it was only a very small 
fraction of the total volume of production, this disturbance 
presented no serious problem. 

When the real defence programme began (contract 
awards in the three months June-August 1940, aggregated 
$2,000,000,000) many plants were still only partially 
occupied, large amounts of funds idle, and much labour 
unemployed. Thus the defence programme was often 
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discussed from the point of view of extending production 
and employment and increasing the national income. 
How could the multiplier possibilities in defence pro¬ 
duction best be used to stimulate the country’s economic 
activity as a whole ?■ 

It was believed that the American economy could meet 
defence requirements without having to reduce normal 
production—that guns and butter could be had at the 
same time. (Some, theorizing from a general multiplier- 
effect expected guns and more butter.) It was pointed 
out that Nazi Germany had been able to manufacture 
tremendous quantities of armaments and at the same 
time to raise national consumption above the low level 

ot ' 932 ' 2 But the ‘iming and the size of the programme 
are important. Germany, preparing aggression and not 
faced by the necessity of immediate defence, could 
inaugurate and carry forward the military measures at 
such time and rate as she considered wise. She was able 

systematically to adjust all the details of national pro¬ 
duction to one goal. 

At the beginning of the first year of the war, defence 
appropriations in the United States were brought into 
a mechanical relationship with the total national income 
and volume of national production ; and it seemed 
obvious that such a small fraction of the total could easily 


ExS.u“ V - R „ 0Sa ’ “A Multiplier Analysis of Armament 

luxptnaiture, American Economic Review (June 1941), pp. 219-65. 

Rrcort C °mio g O S ,‘„m d T r and Uh . ma " n (Cogence Board Economic 
six ZaJ htSr P ' 3 hc 1, H c I asc in German national income in the 

he war is b ? WCCn H,tlCr>S ri5C t0 P° wer and thc beginning of 

incre^s^?™ ^ 2 1 33.ooo,000,000 reichsmarks. Two-thirds of this 

90,000,000,000 reichsmarks—was spent on armament • the 

for consummi^ 0,0 B^tT ) re,chsmarks . is thc ‘"crease in income available 
purpS« are not inH because many Hems actually produced for military 
4-* (££onn L? mc } udcd ,n th ‘ s . 90,000,000,000, I regard the figure of 

auC^h hTtiu r Zvrrd “ r^ h - - The rcai increase was much 

aitnough ,t still provided a slight margin over the extremely low income 



War Economies 


98 

be manufactured over and above existing production 
and that no widespread adjustments or limitations 
would be necessary. (National income in 1940 was 
S74-75, ooo, 000 ,ooo ; defence expenditures for the fiscal 
year ending June 1941 amounted to §6,050,000,000.) 
No measures were contemplated that might brake 
expanding production or rising consumption. 

We have already discussed the structure of armament 
demand and the related civilian demand, and we have 
mentioned the problem of the technical and labour 
bottlenecks operating to limit increasing production. 1 
To overcome these difficulties, labour is to be trained, new 
plants built, existing plants extended, etc. The task can 
easily be completed within the resources of this country s 
economy if there is time enough for it and if the new 
demand preserves a reasonable ratio to total demand. 
But there is the further question of how much expansion 
is necessary and desirable and of how fully total capacity 
should be employed in the light of probable post-war 
difficulties. (Of course, the whole problem changes with 
time pressure and increasing production for defence.) 

By July 1941 total appropriations and contract 
authorizations under the defence programme amounted 
to about $47,000,000,000 (including British government 
orders the aggregate exceeded $50,000,000,000). Cash 
expenditures under this broad programme, including 
British government orders, have been running in July at 
the rate of $1,100,000,000 a month 2 and at an annual rate 
of about $13,000,000,000. This is 15-29 per cent of 
an estimated national income of $85,ooo,ooo,ooo 3 or 

1 Some very interesting details in connection with American war 
economy can be found in J. Philipp Wemette’s article “ Guns and Butter 
in the Harvard Business Review (Spring 1941), pp. 286-97. 

2 Federal Reserve Bulletin (August 1941), p. 724. 

3 Alvin H. Hansen, Fiscal Policy and the Business Cycle (W. W. Norton, 
New York, 1941)1 P- 429; and Federal Reserve Bulletin (August I 94 1 )* 
p. 724. 
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14-88 per cent of an income of S88,000,000,000 (accord- 
mg to the national income payments by June 1041). 
Present plans call for an expenditure of Si 1,000,000,000 
in the second half of 1941 and of S22,000,000,000 in 
1942, but even this figure may be increased . 1 An arma¬ 
ment expenditure of S22,000,000,000 would amount to 
25 per cent of the national income, which is estimated at 
885-90,000,000,000 for 1942. The percentage may be 
higher as a result of price developments and intensified 

P roductlon - At any rate, it is clearly illustrated 
that defence spending increases faster than the total 
national production and income ; the United States has 
experienced less disproportion than did European 
countries in the first years of their military preparations. 

1 he attempt to superimpose defence efforts on peace¬ 
time production ” cannot be carried out successfully. 

roduction could not be extended rapidly enough or in 
sufficient volume to satisfy armament requirements in 
this way ; m this country, as in the others, it will be found 
possible to prepare adequate defence only by reducing 
production and consumption of civilian goods. Such 
reduction can be more easily carried out in an economy 
like that of the United States, which can continue to 
supply the more important daily commodities. But some 
sacrifices in consumption will be necessary ; their extent 
and structure will largely depend on the volume and 
the urgency of the defence requirements. 

As it was once advisable to refrain from restrictive 
and controlling measures in order to permit development 
ol the national economy to an equilibrium and an 
optimum output, so it is now desirable that the defence 
programme establish a national economic policy in order 


„ * Stac Y May, Chief of the Bureau 
vJthce of Production Management, 
(June 2, 1941), p . 


of Research and Statistics of the 
in the New York Herald-Tribune 



100 


War Economies 

to prevent a general inflationary rise in prices. Such 
policy requires a co-ordinated financial and pnce-and-wage 
programme combined with a comprehensive priority system. The 
strength of the American economic position makes less 
difficult the necessary adjustment of production and 
consumption ; and the methods of persuasion and public 
co-operation, if the people are united in their support 
of government policy, can be used to a large extent. 
But it must be recognized—in contradiction to the 
opinion prevailing a year ago—that the success of the 
defence programme, the volume of which may suddenly 
increase even further, involves such an adjustment. 
Despite full employment and largely increased total 
national production and monetary income and also the 
fact that the nation is not engaged actively in war, the 
standard of living cannot rise and consumption has to 
be adjusted to the general situation. Total war means 
great sacrifices, and if a state of emergency exists so that 
its demands cannot be satisfied according to a definite 
long-period plan, civilian consumption and even real 
national income must suffer. For it is contrary to the 
nature of total war that a nation, either in preparing for 
it or waging it, should feel no pressure on the standard 
of living. A state which is forced to adopt destructive 
measures in order to preserve its freedom must be prompt 
to toil and sacrifice. 



Chapter IV 

ECONOMIC WARFARE 


PERIOD UP TO THE DEFEAT OF FRANCE 

The British and French conception of the war found 
clear expression in their economic strategy. They planned 

heori H If" than the mtzkne Z which German 

The A W ° ° Ut 3nd ex P Iained man y times over. 

coulH^r Were C0n y inced that the German economy 
could not support a long war ; they attached supreme 

mportance to economic warfare—to a static as against 

a dynamic conception of the war. In this they relied 

of Germ r a° U ’ S ° ffiCla ' “ d ma " y m ° re unofficial analyses 
in G r t p y S ec ~—es and upon the expecta¬ 
tion that Germany could not—despite her pre-war policy 

The weai y ~ reaCh adequate dc S ree of self-suffidency 
eaknesses in the German system would develop 

was thought, if the supply of foodstuffs and raj 

materials could be cut off-though in this the Allies 

showed themselves imperfectly informed on Germany’s 

preparations to meet the impact of the blockade. V 

wat"aS ”S o PUblkad0n ‘he first months of the 

navies mav he " ‘ arge a nation ’ s armies and 

naxaes may be, it cannot carry on the fight without 

certain key resources—food for the peoDle and m 
materials for its factories. Because of our command <Tf 
he seas, we can continue to draw vital materials from 
every part of the world. The Nazis, on the othei hlnd 

And ThTsam latCr find themselvcs in g reat difficulties.”' 
^na tne same source pointed out 

Germany’s deficiencies that she depends uponTmpom 

Lc'ndoT^hp^ ° f ““n. H.M. Stationery Office, 
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for two-thirds of her peacetime oil consumption (totalling 
about 7,000,000 tons), for two-thirds of the necessary 
iron ore (about 18-20,000,000 tons), and for nearly half 
of the required fats. 

Many detailed analyses were offered to show Germany’s 
economic weakness. It was stated, and correctly, that, 
of the thirty-four raw materials absolutely indispensable 
for war, Germany possessed adequate stocks of only four ; 
of the remaining thirty, she depended on imports in part 
for seven and entirely for twenty-three. 1 The main 
deficiencies were calculated on the basis of accepted 
figures for production, consumption, and foreign trade, 
as well as on estimated consumption during the war. 
The more important of these follow. 2 

Iron ore imports in 1938 amounted to 21,900,000 tons, 
of which Sweden provided 41 per cent, France 23 per 
cent, Luxembourg 8 per cent, Newfoundland, Norway 
and Spain together 5 per cent and Greece, Rumania and 
Africa the rest. About 900,000 tons of fats or 45 per cent 
of total consumption were imported, in both animal and 
vegetable form. Home production of copper met only 
8 per cent of requirements, which were already on a 
wartime basis, and of lead only 40 per cent of the very 
pressing demand. The German position in zinc was 
more favourable, with 70 per cent of the needs supplied 
from domestic mines. But Germany depended entirely on 
imports for tin, chromium, tungsten, nickel, molybdenum, 
and other metals ; requirements for phosphates for 
fertilizers could be satisfied from domestic production 
only to 40 per cent or 45 per cent. For rubber Germany 
had to rely mostly upon synthetic production, and a 

1 Ivan Lajos, Germany's War Chances (Victor Gollancz, London, 1939 )* 
p. 106. 

2 Sec also Hellmut von Rauschenplat and Hilda Monte, How to Conquer 
Hitler (Jarrolds, London, 1940), pp. 68-138 ; and D. T. Jack, Studies in 
Economic Warfare (P. S. King & Son, London, 1940), pp. 146-68. 
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similar situation obtained for wool, cotton, other textile 
materials, and for all colonial products, including coffee, 
tea, and most of her tobacco. 1 The general problem 
presented by oil has been mentioned : it should be added 
that heavy lubricating oils constituted an especially 
difficult problem. Consumption of lubricating oils for 
Germany, Austria, and Czechoslovakia was estimated at 
700,000 tons annually ; domestic production, only a little 
supplemented from Rumania, did not exceed 400,000 tons 
and was seriously lacking in heavy oils. 

I shall not go on to enumerate all the products in 
respect of which Germany depended on imports. Enough 
has been said to support the general belief that Germany 
was not prepared in economic terms for a long war, and 
that the Allies had reason to count heavily upon their 
economic supremacy. But the analysis is incomplete 
without some additional explanations and qualifications. 
As I have stated above, the volume of arms and equip¬ 
ment accumulated in the German effort of preparation 
for war was generally underestimated. So were her stocks 
of important raw materials of all kinds, especially of 
oils and metals, despite the general knowledge that she 
had purchased these in huge amounts even in the months 
preceding the war. Again, consumption of such materials 
was very often calculated on the basis of the first World 
War experience, which was marked by all-out war of 
tremendous proportions on long-standing fronts. On 
this basis estimates of oil consumption ran from twelve 
to thirty million tons a year. 2 Too little consideration 
was given to the flexibility of consumption in a controlled 

1 Clcona Lewis, Nazi Europe and World Trade, Brookings Institution, 
Washington, 1941. 

2 Louis E. Frechtling, in “ Oil and the War,” Foreign Policy Reports 
(June 1, 1941), p. 77, estimates consumption of oil in the Polish campaign 
at probably two or three million barrels and in the Battle of France only 
at ten million barrels. 
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war economy, where a maximum pressure can be applied 
to effect a reduction, and to the squeezing of other states 
for the necessary supplies. Nor was the extent of 
Germany’s use of substitutes fully understood. Finally, 
the blockade proved less effective than that of the first 
World War : fewer states were engaged in war ; the 
German frontier remained open to the east and south ; 
and Germany did not passively accept the encirclement 

of her boundaries. 

The conquest of Poland made Germany self-sufficient 
in zinc and supplemented her resources of fats and 
potatoes. It further provided her with ample supplies 
of coal to use as a barter medium for trade in other 
necessary commodities, over and above large accessions 
in armaments and other stocks. 1 Germany could further 
improve her position by calling upon the neutral European 
countries. Export surplus of cereals in Hungary, 
Yugoslavia, and Rumania exceeded German imports 
of these materials. Imports from the neutral countries 
represented 81 per cent of German imports of cattle, 
100 per cent of hogs, 94 per cent of butter, 81 per cent of 
eggs, 84 per cent of cheese, 87 per cent of vegetables ; all 
these could be increased if necessary. (The chief European 
exporters to Germany of dairy products and vegetables 
were Denmark and Holland ; of iron ore and wood pulp, 
Sweden ; of oil, Rumania and Russia ; of manganese 
ore, Russia ; of zinc, copper, lead, chromium, antimony 
pyrites, and bauxite, Yugoslavia ; of bauxite, Hungary ; 
of chromium, Turkey ; of pyrites, Greece ; of various 
minerals, Norway.) 2 Since the beginning of her prepara¬ 
tion for war, German effort had been concentrated on 

1 Poland in recent years exported annually 500,000 tons of grain, 
60,000 tons of meat, 11,000 tons of butter, and 26,000 tons of eggs. 
Rauschenplat and Monte, How to Conquer Hitler , p. 39. 

2 “Germany’s Bid for Self-Sufficiency,” Financial News (May, > 939 )» 
London. 
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the all-important basic supplies of iron ores, fats, and 
oils. Her economic position as a whole, even for a long 
war, was thus stronger than in 1914. 

Against Germany the Allies waged an economic war 
that was better prepared than were some other elements 
in their economic strategy. Following the experience 
of the last war, they employed principally the weapons 
of blockade, boycott, and concentrated pre-emptive 
purchases. 1 Great Britain immediately established a 
special ministry of economic warfare, and a similar 
organization was set up in France. On September 4, 

! 939 > a of absolute and conditional contraband was 
pioclaimed in Great Britain, and on November 27, 1939, 
an Order in Council authorized the seizure of German 
exports on the high seas. Full naval blockade was thus 
instituted, aiming to prevent importation of all goods to 
Germany—whether direct or indirect—and to cripple 
Germany s effort to maintain her foreign buying power 
by overseas exports. The naval blockade on the flow of 
war supplies into Germany soon became effective, and 
thereby imposed an early pressure on her resources. A 
system of compulsory “navicerts” was, after some 
months, imposed on all ships entering European and 
N01 th African harbours, replacing the requirement that 
all such shipping put in at contraband control ports for 
inspection and confiscation of contraband goods. 

The Allies’ complete sea control enabled them to make 
the direct blockade really effective. There remained, 
of course, the problem of the trade of neutral countries. 
In the last war a great intermediary trade, carefully 
camouflaged, had passed through these states, evading 
the blockade and bringing Germany supplies. As this 
device was again employed, the Allies faced the difficult 

1 For various fegal aspects of the blockade, see D. T. Jack, Studies in 
Economic Warfare. 
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task of controlling the imports of neutrals, who thus 
came under pressure from both sides. The Allies effort 
to curtail their imports was set against Germany s demand 
for the greatest possible supply of goods. Britain 
declared on September 14, 1939, that “ It is the object 
of the British contraband control to prevent cargoes 
of contraband from being imported into Germany, 
whether directly or through neutral countries . This 
was clearly a retort to the statement by an official German 
source the previous day that the “ German government 
makes it clear that it would consider it an unneutral 
attitude if the neutral states allowed others to subject 
them to actual restrictions or formal control aimed 
against the normal exchange and transit of goods between 

neutral countries and Germany *\ 

But the task of the blockade was not only to preven 

actual German importation, direct and indirect. It was 
further to keep the neutral countries from increasing 
production of important raw materials for export to 
Germany. So, for example, Denmark and the Nether¬ 
lands had to import large quantities of fodder in order 
to maintain an export of dairy products to the Relc ’ 
Belgium and Switzerland imported various metals for 
re-export in some modified form to Germany It was 
therefore necessary to work out with the neutral countnes 
some scheme for supplying their requirements Th 
was generally based upon their consumption for the las 
years preceding the war, but the Allies made libera 
allowances for the importation of stocks for reserve, subject 
to a guarantee that these would not be re-exported. 

The blockade technique improved steadily, but large 
loopholes persisted. One was the traffic from the Far 
East via the trans-Siberian railway ; another and more 

1 R W. B. Clarke, Britain's Blockade, Oxford Pamphlets on VNorld 
Affairs, 1941* P- 9 - 
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important one was Italy. In the latter case the Allies 
continued to try by appeasement to forestall Italian 
entry into the war. Failing any serious attempt at 
blockade, a steady supply of various goods went to 
Germany through Italy, and in the contrary direction 
Italy was used by Germany to camouflage the export of 
many German goods. 

Britain was able, indeed, to rely upon a world-wide 
organization of trade and finance. Following the 
Trading with the Enemy Act she issued a black list of 
firms operating in German spheres of influence or under 
German control : all business with them was prohibited, 
regardless of their nationality. The list includes more 
than three thousand firms in all parts of the world—a 
great many in South America. Furthermore, British 
participation in a number of important companies 
supplying the world’s markets in raw materials enabled 

her to exercise efficient control of these materials at their 
source. 

It was far more difficult to interfere with German 
imports from continental Europe. Germany was able 
to profit by the economic domination which she had 
developed in south-eastern Europe before the war and 
to extend that even further. She possessed a better 
commercial organization, she bought up all available 
quantities of goods, regardless of price or quality, and, 
surprisingly, showed herself better able to deliver goods 
rapidly and in great quantities than were the Allies. 
She was even able to supply other countries with the 
armament which was urgently demanded, though in part 
this turned out to be captured Polish or Czechoslovak 
material. In compensation for the reduction in overseas 
trade, she concentrated all her attention on the Continent 
and substantially extended the volume of trade there. 
She was also able to reduce her debit balances on many 
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clearing accounts. Economic factors and military 
pressure thus combined to produce for Germany a very 
favourable bargaining relation with Continental Europe. 
Only in the Low Countries and Scandinavia, which 
depended directly on overseas imports, could the Allies 
offer serious competition. Even there the menace of 
complete German domination did not stir the small 
neutral countries to ally themselves with Great Britain 
and France and to support their economic policy. The 
issue of appeasement and of years of disunity was apparent 
in the declining prestige of the Western Democracies. 

To implement her struggle for important commodities 
in south-eastern Europe, Great Britain established at the 
beginning of 1940 a special official company, the United 
Kingdom Commercial Corporation. Its task was to 
intensify British trade with the Balkan countries by 
means of pre-emptive purchases, and thereby to curtail 
the flow of many commodities to Germany. The German 
policy of paying prices above those in the world market 
was imitated. Though rather slow to initiate this type of 
economic offensive, Great Britain enjoyed the advantage 
of holding important raw materials like rubber, jute, 
tin, cotton, and all colonial products ; these she was able 
to offer in exchange for goods that it was important to 
divert from Germany. By raising the prices of these 
raw materials she could facilitate payment of higher 
prices for Balkan commodities. She also attempted to 
answer the demand of these countries for armament and 
for financial assistance : a special loan was made to 
Turkey in January 1940 to the amount of £40,000,000, 
of which £25,000,000 was to go into armament. 1 

The economic offensive was developed on a broad scale 
and in direct conflict with German policy. Diversion from 

1 Paul Einzig, World Finance , 1939-1940 (Kcgan Paul, London, I 94 °)» 

p. 229. 
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Germany of Rumanian oil was attempted in the face of 
the Rumanian Government’s guarantee to Germany of 
an annual delivery of 1,400,000 tons. Offers of special 
import favours were explicitly conditioned by restrictions 
on specified exports to Germany from the countries 
affected ; the Balkan countries responded reluctantly 
as far as they dared. The conflict was sharpest in oil, 
iron ores, and fats. And it was certainly in large part 
the menace of the blockade to the supply of the vital 
high-grade Swedish ores (two-thirds of which were 
shipped via Narvik) that speeded up Germany’s resort 
to military operations. At the moment when the 
economic warfare began to work in full strength Germany 
answered by military action. And thus it can be said 
that the economic warfare began to be really effective 
and compelled Germany to take military action and risk 
which she otherwise would have preferred to avoid. 

The German military successes did much to complicate 
Great Britain’s economic war problems. Denmark, 
Norway, the Low Countries, and France were conquered 
and occupied, and Germany became economic master of 
continental Europe. The Balkans, with the possible 
exception of Turkey, became practically closed to British 
influence : even before the military occupation they had 
been forced to accommodate their economies to German 
demands. Countries with agricultural surpluses like 
Hungary, Rumania, and Yugoslavia were compelled to 
ration domestic food consumption in order to increase 
deliveries to Germany. Dutch and British oil companies 
in Rumania and British mining companies in Yugoslavia 
were forced to supply Germany with oil, zinc, lead, and 
pyrites. The British tactic of economic war was thus 
profoundly handicapped by German domination of the 
Continent, and by the German counter blockade of the 
British Isles by submarines and aircraft. 
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AFTER THE FRENCH ARMISTICE 


Great Britain’s dependence on overseas imports was 
very seriously increased by the German victories. About 
30 per cent of British imports had come from the Con¬ 
tinent ; the following table shows specifically how the 
importation of various goods was affected 1 : 

Great Britain’s Imports of Certain Products in 1938 


Product 


Pork 

Butter 

Cheese 

Eggs 

Wheat 

Refined sugar 

Flax 

Bauxite 

Iron ore 

Iron and steel 

Scrap 

Sulphur 

Wood (conifers) in 1,000 m. 

(others) „ »> 

Wood pulp (mechanical) 
(chemical) 


Total imports 
(in 1,000 
metric tons) 
450-2 
488-1 

137-9 

148-2 

5,142 

52 4 
57* 
*97-6 

4,621 

2719 

444-7 

873 

*3,5*7 

1,682 

6182 

844 


From Europe 
(except 

U.S.S.R.) 

3* 1 "5 
206-9 
163 

**79 

763 

37* 

33* 

1908 

2,5*9 
230 -7 
203-4 
32 -8 

8,305 

509 

598-2 

833 


Great Britain was forced to replace her imports from 
Europe by goods from remote countries overseas and to 
impose a tremendously increased burden upon her 
merchant marine and navy. The effort of the blockade 
was thus doubled by the task of assuring Britain’s supplies 
—to say nothing of the loss of the French fleet, a loss 
only partially offset by the addition of Norwegian, 
Belgian, and Dutch shipping. The problem of blockading 
Germany has, of course, been in a manner simplified : the 
blockade is now extended to practically the entire 


Continent. Domination of the seas has become increas¬ 


ingly important. 

1 Europe's Trade (League of Nations, Geneva, 1941), pp. 108, 109. 
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In examining the economics of the German and Italian 
situation after the French armistice, we must distinguish 
between the immediate conditions of the war and a long 
view. It is obvious that the structure of Europe’s 
economy, and especially that of western Europe, has not 
changed : the whole area remains committed to an 
exchange of its industrial goods for raw materials and 
foods from overseas. German deficiencies in these 
respects have increased—particularly in oil, rubber, 
textile raw materials, colonial products, copper, tin, lead, 
and other minerals. The recent publication by Cleona 
Lewis 2 gives the following figures : net imports of foods 
to Nazi Europe in 1937 were valued at $648,200,000, 
and of raw materials at §2,594,700,000, amounting 
together to $3,242,900,000. Specifically, Nazi Europe’s 
deficiency in copper was between 67 per cent and 75 per 
cent, in lead about 50 per cent, in tin about 90 per cent, 
in rubber 100 per cent, in oil more than 67 per cent, in 
fats almost 40 per cent, and in cereals about 10 per cent. 
The implication is clear of the dependence of any 
internationally co-operative European economy on world 
trade ; of this any plan for future European organization 
must take cognizance. Immediately, the question is how 
far the conquest and domination of Europe can support 
the German conduct of the war. 

Germany has prepared a blueprint of the procedure 
for organizing a conquered territory so as to exploit to 
the full its resources for carrying on the war. A special 
department of the War Economy and Armament Board 
of the High Command has specified these provisions in 
the necessary detail. The plan includes requisitioning of 

Nazi Europe and World Trade, p. 78. The countries included here in a 
r , azi , , ro P c . arc : Albania, Austria, Belgium-Luxemburg, Bulgaria, 
Czechoslov-alua Denmark, France, Germany, Greece, Hungary, Italy, 
Ihe Netherlands Norway, Poland, Portugal, Rumania, Spain, Sweden, 
Switzerland and Yugoslavia. 
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finished products as well as of raw materials, the gearing 
of industries into the German war industry programme, 
and where desirable the transfer of machines to Germany. 
“ Wherever stocks of materials or finished goods could 
be traced down, the sign ‘ Confiscated by the Army 
High Command ’ had to be at once put up ; and not a 
single piece was lost thereafter.” 1 The conquest of all 
these countries, recently supplemented by Yugoslavia and 
Greece, has brought an enormous booty. 2 The German 
war chest has been thus replenished by great supplies 
of oil, rubber, metals, textile raw materials, food, and 
the armament supplies of nearly the entire Continent. 
There were correlative difficulties, such as the decline of 
stocks of cattle, hogs, and poultry consequent on fodder 
deficiencies in Holland and Denmark : while supplies of 
food and fats rose for the immediate present, the sources 
of future supplies were reduced. The fact that this 
constituted a draft on substance did not change the 
immediate situation—as it was if Germany had increased 
her present supply of metals by dismantling factories 

in occupied countries. 

In addition to immediate gains of such economic booty, 
the German economy has acquired support in the whole¬ 
sale organization of the economies of the conquered states 
to accord with the war effort. The whole Continent has 
been in effect organized on the basis of a regimented war 
economy. Production and consumption have to be 
adjusted and limited as it best suited the German war 
needs. Berlin has become owner or acquired control of 
all important industrial enterprises and banks and has 
reorganized monetary systems in such a way as to permit 

1 Hans Baumgarten in Der Deutsche Volkswirt (October 18, 1940). 
pp. 94, 96, in the article “ The New Weapon 

2 See, for instance, Antonin Basch, Germany's Economic Conquest of 
Czechoslovakia (Czechoslovak National Council of America), Chicago, T 94 1 - 
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J* Gerr " an Government to trade entirely in terms of 
marks. The relation between the mark and other 
national currencies has been fixed on the basis of a 
ctitious gold parity (in November 1940 the mark was 
again proclaimed equal to the gold mark), giving Berlin 
he opportunity to buy very cheaply with over-valued 
marks and to inflate the monetary systems of the occupied 


A multilateral clearing system for intra-European 
trade has been organized, with its centre in Berlin. 
Difficulties of payment in such trade have thus been 

eliminated ”, as Berlin decides what payments may and 

may not be cleared, and accordingly manipulates the 

balance for her own best advantage. She has, in a word, 

mobilized for her war needs all the resources of continental 
Europe. 

The industrial potential at Germany’s command has 
increased substantially. To the German and Czech 
armament works have been added the French, Belgian 
and Dutch. Iron and steel capacity is now estimated at 
trom 35,000,000 to 42,000,000 tons annually, compared 
with the 17,000,000 tons of the British Empire and the 
90,000,000 tons of the United States. 1 Production of 
aluminium, of which Germany alone can produce 180,000 
o 200,000 tons annually, may reach 300,000 tons when 
the production of French, Italian, Norwegian, and Swiss 
wor s is included ; and the supply of bauxite is ample. 

here are surpluses in magnesium, wood pulp, paper 
production and mercury. The chemicals industry, 
already highly developed, has been enlarged. Germany 
has without doubt continued to build up armament, 
i he pre-war effort to strengthen her economic basis by 
extension of the substitutes industry has certainly gone 


no', fr of ,hc Nazk -" Vo '- 19 
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forward. Synthetic production of rubber has increased 
and new plants for synthetic textile fibres and plastics 
have been established—some even in the conquered 
countries. Production facilities for synthetic oil have 
been worked at full capacity and new plants have been 
put into operation. It would be unwise to underestimate 
Germany’s possible achievements in this field. 

Germany has been able to establish priority for her 
war needs and even for her .civilian consumption in an 
efficient and regimented system that embraces the 
economy of the entire Continent. It has been estimated 
that already between one-quarter and one-sixth of her 
total war effort against the Allies will have been made 
possible by this exploitation of conquered territories. 1 
Total contributions exacted under various pretexts from 
the occupied countries have been estimated at a minimum 
of £1,100,000 annually, and can be increased as Berlin 

rpay decide. . , . . 

The Reich is keenly alive to the mistakes made in the 

last war, notably that of permitting a great decline in 
agricultural production. Every effort has been made to 
increase the labour available for agricultural purposes 
by employing prisoners and importing labour from 
occupied countries. The total number of foreign workers 
in Germany is more than three million. The only limit 
which Germany recognizes to the exploitation and 
regimentation of the war economy in occupied Europe is 
that set by the need for maintaining the economic 
usefulness of the conquered states. As the war continues, 
the bottlenecks which appeared in the German economy 
before the war tighten and will continue to tighten. 
Transportation is already overburdened as the railways 
system must replace sea carriers and as highway transport 
is hampered by the total oil situation. A growing 

1 Economist (April 19, 1941), p. 516. 
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shortage of labour is apparent in connection with the 
expanding substitutes industries ; and there is even some 

shortage in coal, which such production requires in 
increasing quantities. 

A fuller description of Germany’s supply situation after 

the defeat of France requires an account of imports 

from and through Russia. There are, of course, no 

official published figures. In the agreement of February 

11, 194°) Russia promised to deliver oil, manganese ores, 

cotton, flax, phosphates, oil seeds, grain and fodder worth 

annually 1,100,000,000 marks. 1 VVe do not know to what 

extent this promise was kept; estimates should not be 

set too high. Oil delivery for 1940 was 700,000 instead 

of 900,000 tons, with a supply of 1,000,000 tons foreseen 

for 1941. 2 Equally uncertain are figures on supplies 

from the French colonies in North Africa—for example, 

those on important phosphates—and from the Near 
East. 

On the whole, the prospects for the blockade’s success 
over a short period changed after the conquest and 
exploitation of continental Europe. German experts 
estimate that European production can supply 90 per 
cent of food requirements and 93 per cent of required 
cereals, without, of course, any colonial products and on 
the basis of a strictly rationed and monotonous diet. 
The Institut fur Konjunkturforschung 3 states for instance 
that crops of German Poland can be increased immedi¬ 
ately by 20 per cent, and that the Reich can depend upon 
a Polish export surplus of three million tons of potatoes, 
which are sufficient to raise two million pigs for slaughter. 
The import requirement of approximately 6,700,000 tons 
of grain in German-occupied France, Belgium, Holland, 

1 Deutscher Volkswirt (February 23, 1940), pp. 658-59. 

* Fortune {July 194,), p . 87. 

3 See the Economist (February 8, 1941), p. 183. 
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Denmark, and Norway can be met, it is thought, by 
intensifying cultivation of land for grain crops and reduc¬ 
ing acreage used for cattle, pigs, and poultry. 

The resources of the occupied countries have assured 
Germany a sufficient supply of iron ores, zinc, and some 
other commodities. Various important alloy metals are 
still lacking (such as chromium, nickel, tungsten, 
molybdenum, and vanadium), as are tin and rubber, 
and, of course, cotton, wool, and other textile materials. 
On the food side, the problem of fats will be the most 
serious over a longer period. The continued blockade 
works to produce many inconveniences and increasing 
difficulties, but these were less urgent than was expected 
as long as there have been no large active war 

fronts. . . 

The most vital question connected with the ettective- 

ness of the blockade must still be that of the Continent s 
supply of oil, and especially lubricating oil. The May 
1941 Bulletin of the Petroleum Press Service publishes 
estimates of the annual oil requirements and supplies of 
Nazi Europe based upon experience since the outbreak 
of war. Europe’s annual oil consumption before the war 
(without Spain and Portugal) is given as 21,300,000 tons. 
(Other sources say 25,000,000 tons.) 1 The Bulletin 
expresses the view that consumption, apart from military 
requirements, could probably be reduced to about 
8,700,000 tons per annum without crippling the economic 
life of the countries concerned. (“ Crippling ” can, of 
course, be interpreted in different ways.) The potential 
annual supply at the disposal of the Nazis, including their 
own production of natural petroleum, coal oil, and sub¬ 
stitute fuels, the output of Rumania (about 6,000,000 tons) 
and imports from Russia (about 1,000,000 tons), is 
estimated for the present at 11 -12,000,000 tons. A margin 

• 1 Cf. Clarke, “ Britain’s Blockade,” p. 13. 
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of about 3,000,000 tons is accordingly left for military 
consumption. 1 

This view seems to me over-favourable to Germany— 
as the statement by Frechtling also indicates. The 
estimated minimum need for lubricating oils is 1,100,000 
tons, which is far more than the estimated maximum 
production in Europe. Industrial and agricultural pro¬ 
duction in continental Europe cannot be organized and 
maintained on a high level of efficiency without an 
increasing supply of oil or of various oil substitutes. Nor 
can the full volume of Rumanian oil be counted on (as 
Press Service believes) since it is known that only about 
a third of this can be sent via river and rail to Germany. 
Without accumulated oil stocks, which must be assumed 
to have been formed from previous conquests, Germany 


1 Economist (June 21, 1941), p. 833. 

A different estimate is given by Louis E. Frechtling in “ Oil and the 
War ’, p. 76. He puts Germany’s requirements at approximately 
55,000,000 barrels. I his is exactly covered by western European produc¬ 
tion of synthetic and crude oils amounting to 37,000,000 barrels and imports 
from Rumania and Russia totalling 17,000,000 barrels. Only 30,000,000 
barrels of Rumania oil arc left for Italy and the occupied territories, whose 
peacetime requirements exceed 80,000,000 barrels. He concludes rightly 
that the Nazis cannot hope to organize the continental economy successfully 
without additional oil resources. 

The 1940 figures for production of oil and oil substitutes (including 
natural gasoline, synthetic gasoline from coal, benzol, alcohol, liquid gas 
used as motor fuel, and shale oil products) in countries under German and 
Italian control were as follows (in thousands of barrels) : 



Petroleum 

Crude petroleum 

substitutes 

4-544 

20,160 

7*9 

— 

* *9 

— 

496 

3 . 49 b 

1,124 

75 

43.231 

800 

57 

631 

1 .659 


33.704 

25.244 


Country 
Germany 
Austria 

Chechoslovakia 
France 

Poland (German) 

Rumania 
Italy 
Albania 

Total 

Combined total - . " 78,948 

This total corresponds closely to that of the Petroleum Press Service. 
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was not in a position to embark on new large-scale 
military operations. She might conceivably have 
attempted only to defend her present conquests without 
a new military offensive. But this would have signified 
to the subject peoples of Europe that the Nazi regime 
faced imminent defeat. Economic warfare remains a 
very important factor in pressing forward Germany s 
military decisions. 

THE PRESENT SITUATION 

The economic effects of a great total war tend to 
expand over wider and wider areas. Neutral states suffer 
dislocations in export and production ; exports decline 
because of the blockade and difficulties in shipping. In 
distinction from the first World War, this one has seen 
little profiteering by neutral countries ; rather, the big 
producers of foodstuffs and raw materials are at a loss 
for markets and are accumulating surpluses , and the 
last war experiences are not an encouraging element for 
great expansion of industries in overseas countries. 

The United States has taken economic measures which 
support the economic war effort of Great Britain and a 
closer co-operation of both countries also in this field is 
developing successfully. Export control was put into 

1 Economist (November 9, 1940), p. 582, published the following table 
giving Continental Europe’s imports as a percentage of non-European 

exports : „ , Q 

Wheat 32-5 Soyabeans 510 

Rye 90-7 Palm kernels 72 3 

Barley 32 9 Linseed 53 '9 

Oats 75-0 Tobacco 43 3 

Maize 45'6 Cotton 4®’® 

Rice 16-7 Jute 54 6 

Sugar 11 -2 Hemp 20-7 

Cocoa 38 -9 Wool 54 '° 

Tea 64 Rubber 25-1 

Coffee 41-8 Oil 330 . . 

These figures, except for that on oil, are secured from the International 
Institute of Agriculture. They indicate in effect the markets lost to 
producers of foodstuffs and raw materials. 
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effect on July 2, 1940, and now covers all the important 
erro-alloys, steel scrap, aluminium, magnesium, practi¬ 
cally all other non-ferrous metals, machine tools, aircraft, 
and aircraft engines, equipment for production of 
aviation motor fuel, all arms and munitions, and many 
other articles. The control aims at once to maintain 
adequate defence supplies for the United States and to 
assist Great Britain and her allies by direct supply and 
by preventing shipment to Axis countries. The freezing 
of the funds of Germany and Italy and the conquered 
countries is another contribution to the British economic 
war policy. Various measures have also been taken by 
the United States to forestall the establishment and 
penetration of economic power by Germany in South 
Ameiica. Most important of all, the Lend-Lease Act 
clearly aligned the American economy with the British 
cause. For it made efficient aid possible by eliminating 
the complicated payment problems which a total war of 
such proportions tends to engender. The needs of a 
great country involved in total war must be met, not by 
credit, but by direct assistance. 

Total war’s dimensions and intensity require of the 
belligerent countries a progressive mobilization of all 
resources to meet war requirements, and, at the same 
time, the employment of all possible means to weaken and 
destroy the economic strength of the enemy. Seen in 
these terms Germany’s position was up to the beginning 
of the Russian war still superior. Her basic preparation 
has been more complete, her arms establishment is larger, 
her war production is still increasing, and she is spending 
about 60 per cent of her national income for war purposes. 
If we add to these advantages all the resources she can 
exploit from continental Europe, we reach a figure for 
total war production and available productive capacity 
which surpasses that of the whole British Empire. On 
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the other hand, the structure is weak at certain important 
points. The labour shortage will increase steadily and 
the transport bottlenecks consequent on closing of the 
sea lanes wall become more menacing ; railway transport 
cannot replace sea transport in Europe. The whole 
economy is working under the severe strain of complete 
regimentation, and the help of the rest of the Continent 
is obtained only by force. It is obvious that in this 
situation and under the increasing pressure of blockade 
Germany continues to try to bring the conflict to a direct 
military issue—to reach a military decision after conquest 
in occupied territories of the Continent has helped her 
wage a longer war. 

Great Britain has also achieved full mobilization of 
her economy and is spending about 50 per cent of her 
national income for war purposes. Canada and Australia 
are contributing about 30-40 per cent of their national 
income, and the rest of the British Commonwealth is 
assuming a share of the war burden. Britain has also 
the decisive help of the United States. She enjoys the 
advantages of unlimited resources of raw materials, a 
greater flexibility in her economic system, and her ability 
to count upon voluntary rather than enforced co-opera¬ 
tion. More and more the conflict becomes a struggle between the 
industry of the Nazi-dominated European continent and the 
industry of the British Empire and the United States ; and the 
industrial potential of the United States will play the decisive role. 
The major influence will be exerted by the amount and 
efficiency of industrial capacity, the quantity and quality 
of the available labour force, and the size of the national 
income and of available reserves. Britain, indeed, faces 
particular difficulties : one is to cut down Germany’s very 
considerable head start ; another is to maintain adequate 
shipping tonnage. What was said after the last war 
remains valid : “ Behind all the elaborate mechanism of 
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economic warfare the paramount importance of control 
ot the seas both as a means of defence for Great Britain 
and ,as an instrument of attack stands out as a simple 
tact. She must as far as necessary and possible prevent 
a recurrence of the last war’s experience, when the 
volume of imports to Great Britain declined from 
55,000,000 tons in 1913 to 46,000,000 tons in 1916 and to 
only 35,000,000 tons in 1918. 3 The task of the British 
Navy and Marine is much greater in the present war. 
If these difficulties can be overcome—and there is reason 
to expect that they will—then Great Britain’s chance is 
really greater in the long run. To an economy dictatorially 
governed and based on forced labour, mechanized to 
complete inflexibility, without internal reserves and 
subject to complete blockade, she can oppose an efficient 
mobilization of practically unlimited economic resources 
and very great productive capacities, operating demo¬ 
cratically and with a maximum flexibility. The 
importance of the economic aid of the United States is 
clearly vital. If to the economic pressure effective 
military and moral pressure is added, a break may well 
be effected in the over-strained German system. And 
such is the tension of the entire overcharged structure 
that the collapse of the whole may very rapidly follow. 


What effects may be expected from the German- 
Russian war, in which Germany certainly hopes to secure 
new supplies of oil, food, minerals, and various raw 
materials for the long war which she now anticipates ? 
The blockade is now absolutely effective for the first time : 
supplies from Russia to Germany and other European 


D. T. Jack, Studies in Economic Warfare, p. 145. 

r C ach‘d , in P 'lun7',„T!'V hi f ping ° f Great Bri,ain and h " allies 
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countries are at an end. Huge amounts of war materials 
of all kinds, especially of precious oil, are being consumed. 
If Russia can resist for a protracted period, Germany s 
supply of oil and perhaps some other materials may be 
seriously depleted. If Germany defeats Russia quickly 
and occupies the Ukraine and Caucasus regions, she 
must still execute the difficult task of organizing the 
Russian economy so as to extract from it the required 
supplies. Quite apart from the destruction of plants 
which the Russians are expected to carry out, the task 
will take a long time. The Russian economy, which is 
now mechanized in both agriculture and industry^ has 
required progressively more oil, which has been difficult 
to supply out of the Russian production. The whole 
system is interrelated (Soviet farm machinery uses about 
6000,000 tons of petrol annually with a tendency 
toward increase) and not susceptible of an easy trans¬ 
formation. Germany could obtain oil or gram but not 
both. If Germany can effect this reorganization, her 
economic and military position will indeed be very strong 
-although she will still be without sufficient supplies 
of important commodities like rubber nickel tin 
molybdenum, tungsten, wool—and the stalemate feared 
before the Russian war began will again become a 
possibility. Time would then favour Germany, a ‘hough 
she would face an even greater labour shortage difficulty 
in transport, and over all passive resistance. It is there¬ 
fore most important for Great Britain not to allow 
Germany to consolidate her position in Europe by 
overcoming and absorbing the Russian economy. The 
Allies, including the United States, must speed up war 
production in all fields. Success in this effort is the first 
and most vital step towards the final decision. 



Chapter V 

FROM WAR TO PEACE 


THE WAR AND THE WORLD ECONOMY 

The economic impact of total war is felt as soon as the 
war begms and widens steadily until the whole world is 
affected, directly or indirectly. The combatants mobilize 
all the economic resources available : all energy, all 
work is devoted to the one purpose of carrying on the 
war. In the present struggle, the free economy aimed 
at welfare will be progressively abandoned in region 
after region in favour of war economy. The countries 
that have remained neutral in Europe are themselves 
living under the strain of war, spending vast amounts on 
national defence and severely regimenting their national 
economies. Overseas neutrals are suffering from disloca¬ 
tion of their foreign trade as stocks of food and raw 
materials pile up ; the strain on public finances steadily 
increases. In a total war between great countries, one 
of which is a totalitarian regime of the Nazi type, neutrality 

in the old sense is meaningless and there is no real escape 
from the effects of war. 1 v 

The nature and progress of the conflict demonstrates 
now very plainly the impossibility of co-operation, even 
in the economic sphere, between the democratic and the 
Nazi regimes. This should have been seen long ago. 
The development of the Russian system disrupted the 


nJ„^r? 0m “ / . (Apr u 1 ,9 ’ ,94,) ’ p - 529: “Never in previous wars have 
neutrality virtues been so poorly rewarded as they arc at present, with 

the trade of the world utterly disorganized, materials piling up in producing 
S Ste y b, ° CkadC 3nd cou " ter - bI <*^e f-m reaching 
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European balance and was very harmful to international 
economic co-operation. But the Russian part in the 
continental economy was somewhat different from the 
German. Russia was before 1917 largely pre-capitalistic, 
engaged in a very small proportion of foreign trade, and 
not closely related to the world economy. Later, 
Communist Russia’s foreign trade operated openly through 
state agencies and in a limited number of commodities, 
so that its influence on the world market was far less than 
that of the organized German trading drive under the 
Nazi regime. 

Despite general knowledge of Nazi methods and the 
immediately unpleasant experience suffered by inter¬ 
national business in dealing with post-war Germany, the 
latter’s policy of economic aggression was in the main 
met by economic appeasement—prior to and co-incident 
with the phase of actual political appeasement. Analysis 
reveals a great variety of motives behind this appease¬ 
ment. Side by side with a naive pacifism there existed 
a comprehensible fear of the destructive impact of a 
new war ; of considerable weight, too, were the fears of 
bolshevism and of social changes, as well as internal 
differences within nations aroused by differing attitudes 
toward the economic status quo ; while vested interests 
influenced also the attitude of various important groups, 
and there was much materialism, egoism, opportunism. 
All these were exploited in masterly fashion to further 
the Nazi effort. 

The nations lacked solidarity, both within themselves 
and in their dealings with one another. Only by shutting 
their eyes to the violation of international understandings 
and basic human rights could the leaders of the 
democracies maintain their dealings with the Nazis on 
the established economic basis. They believed that they 
could do business with this new system and yet preserve 
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untouched and aloof their own ideas, interests, and 

spheres of activity. They failed to recognize the’basic 

nature of the whole conflict. Thus there is considerable 

reason to call the present war not only a conflict between 

nations but also a civil war, supported and used by 

Germany and affecting most nations internally. The 

existence and usefulness to the Nazis of this conflict 

was shown very clearly in the fall of France. To 

appease the Nazis and refuse to see the problem as it 

really was offered no solution ; the alternatives were, 

clearly, to yield or to oppose, which meant, eventually! 
to fight. 

It is, of course, still too early to speak of the economic 
consequences of the war. We do not know yet its extent 
or intensity or duration. But some developments are 
certain : the power of the state over economic life has 
increased everywhere ; free economy has been replaced 
by war economy throughout the world, with correlative 
features of dislocation and control ; the fabric of inter¬ 
national trade and world markets has been severely torn ; 
as a whole Europe’s position relative to other continents 
has been weakened ; the weakness of the smaller states 
in the existing international order has been clearly 
demonstrated ; enormous proportions of national pro¬ 
duction and income have been devoted to one destructive 
purpose while the level of living in much of the world 
has declined and public debts have everywhere risen to 
hitherto unknown proportions. 

The war does not and cannot settle the fundamental 
problems. Its effects will tend rather to aggravate them. 
But it can perhaps bring some of them to a sharper focus 
and thus render their character more clear. 

The fundamental task is still to develop a new economic 
equilibrium in the world and to restore a social balance 
within the nations. Essentially connected with this is 
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the establishment of a new constitution, political and 
economic, for the countries taken severally and together. 
There has been urgent need for this for the past twenty- 
five years ; now it must be carried out, not only in the 
face of the economic and social effects of the present war 
but also in spite of a universal destruction of confidence 
and disrespect of law and decency and all human rights, 
positive and inherent. The task is without question far 
more difficult than it would have been in 1930 or 1931. 
Whether its fulfilment will take a democratic or a 
totalitarian form depends, of course, on the outcome of 
the war. 

THE TOTALITARIAN PLAN FOR THE “ NEW ORDER ” 

Germany has, of course, a blueprint for the so-called 
“ new economic and political order ” in Europe and the 
world. Although all details have not been elaborated 
and the plan changes from time to time, its essential 
features are delineated in sufficient clarity to show how 

the Reich expects to proceed. 1 

The theory fundamental to this blueprint for a new 
German Empire—which will certainly include the 
European continent with the Ukraine and oil-producing 
territories of Russia and some areas of Asia and Africa 
is that of the necessity of large-scale economic units, of 
Grossraumwirtschaft. Europe will be organized into one 
economic unit directed by Germany ; politically there 
are various possibilities involving protectorates, vassal 
states, pseudo-independent states, and others. The 
economy of this unit will continue to function on the basis 
established during the war. It will become independent 

1 Among the official statements are the well-known speech of Dr Funk, 
Reichsminister of Economics, on July 25, 1940, and a special annex to 
Deutschcr Volkswirt on December 20, 1940, which contains, among others, 
articles by high officials like Helmuth Wohltat, Carl Ritter, and Emil Puhl, 
as well as essays and statements on special problems. 
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of the outside world in respect of foodstuffs and indis¬ 
pensable industrial materials. 1 And in large measure it 
will be freed from dependence on the world market and 
from the influence of world business cycles. It has to 
guarantee to Germany a maximum of economic security 
and a maximum also of goods consumption. This is the 
goal of the new European economy ruled by Germany. 

The Nazis argue that only on the assured basis of a 
United Europe can really fruitful exchange be developed 
in foodstuffs, raw materials, and industrial goods. Central 
control of the continental economy must therefore 
continue. Unemployment must be eliminated ; financial 
and credit policy is to be regulated with that aim in view. 
In the attainment of autarchy it will be necessary to bring 
all agriculture up to the German level, guaranteeing 
higher prices for agricultural products : the German 
sacrifice which this may entail will be balanced by the 
increased prosperity in central and eastern Europe. 

Berlin is to acquire property or control in all key 
industries and important factories on the Continent, 
especially in iron and coal industries, the chemical 
industry, munitions production, and the railway systems. 
European production in agriculture as well as industry is 
to be redistributed ; even population is to be transferred 
according to its density 2 and to the supply of food in the 


• 1 .? cc ^ rich Neumann, Secretary of State in the Ministry of Economics, 

u 1.1? "™™; Ame P c ™ Commerce Bulletin (March 1941), p. 12 ; and 
Helmuth YNohltat, in Deutscher Volkswirt (December 20, 1940), p. 958. 

2 following figures are taken from the Nazi blueprint as presented 
VP- 1 Wohl in the Providence Journal (May 4, 1941), p. 2. Greater 

To H a c P ^ P .^ 1 1 at, . 0n of 86 >200,ooo can feed only 74,100,000 ; 

for q mU r P nd J‘Y, ln 8 s P ace ” elsewhere. Italy must find space 

On 3 ,K,°r f tl T’ Hol ? nd for 4»90o,ooo, and Belgium for 5,000,000. 

K M hand ’ acc ° rd,n g t0 Na z> estimates, France may be racially 
exploi ed by Nazi methods so as to absorb 23,100,000 Germans and Italians 

n 2 7 . 2 °0,000. There will, furthermore, be plenty of space in 
a J ld sout h-ciastern Europe: according to the blueprint, Poland 
could leed, beyond her present population, 18,300,000, Hungary 8,000,000, 
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various countries. The non-German sections will prefer¬ 
ably be built up as suppliers of food and raw materials 
for Greater Germany, where the most important 
industrial production is to be located. The process of 
industrialization in non-German areas will be stopped. 

Labour will be saved by the improvement of manu¬ 
facturing techniques, and the level of living will be raised 
by the universal establishment of mass production. Prices 
will be unaffected by those of other continents ; the profit 
motive will cease to be respected as an important factor ; 
the entire Continent will be managed as was the German 
war economy. A clear distinction will be maintained 
among the various nations and races in accordance with 
the German conception of racial superiority, with the 
German master race ruling the whole. In such a system 
there will, of course, be no free foreign trade or foreign 
exchange, as this must be integrated into the total 
economic system. Prices and wages will be subject to 
control, with the price system organized for the Continent 
as a unit. 

The reichsmark is to become the dominant monetary 
unit, with the economy in general being governed by a 
“ mark standard So far as other currencies remain, 
they will be pegged to the mark on an officially stated 
basis. Berlin will replace London as a financial centre, 


Rumania 19,100,000, and Yugoslavia 10,200,000 ; this depends, of course, 
on replacing the out-moded routine of traditional economy with Nazi 
efficiency. Were the Nazi genius for organization given a free hand it 
could produce enough in Russia to feed 600,000,000 more than the present 
population. 

Another statement by Professor Ernst Wagemann, director of the 
Berlin Institute for Business Research, appeared in the German press on 
August 13, 1941. According to it the continent of Europe without Russia 
should be able to provide sufficient food from its own agricultural produc¬ 
tion for the feeding of the population of 460,000,000, while at present a 
population of only 343,000,000 is dependent for 9 per cent of its total food 
requirements on imports from other countries. New York Times, August 
14, 1941, p. 8. 
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and Germany will become the creditor nation of Europe, 

using the contributions and assets secured by her conquests 

to establish this position. Intra-continental trade will 

operate on the basis of multilateral clearing agreements 

which are considered the most appropriate instrument for 

encouraging and ordering such trade. By this device 

national economies will be enabled to follow a price and 

credit policy not directly affected by international 

markets. There mil be great flexibility in the price 

policy ; the whole system will develop a balanced and 

stable condition in prices as well as in goods within the 

clearing community. 1 Economic development in general 

will be greatly facilitated, and the economy will be 

manipulated very efficiently by fixing the rate of exchange. 

The Nazi order will, of course, be internally independent 

of gold ; no gold is behind the Mark, which is supported 

only by the industry of the German worker ”, says an 

official statement. The only usefulness gold may enjoy 

is in the settling of international balances. But we find 

also the statement that some day it may be discovered 

that a storage of coal is a better reserve for settlements 

than is the overflooded accumulation of the United States 
Treasury. 


As a whole this new German economic empire, whose 

. 325,000,000, can be compared 

with an enormous economic trust, owned and centrally 

controlled by Berlin. The German people will be 
specially privileged, with the rest of Europe subordinated 
and adjusted as German needs require. The “ new 
order ” is already being put into effect 2 and extended as 


H' H n Und . rnullilat 'Taler Vcrrcchnungsverkchr,” by 

H.^H. H. Hohlfeld, Deutsche Volkswirlschaft (1940), No. 25, p. 766. Y 

“,? c I man V ,s Plans for Post-War Economy: 
7 a ^ u d I I np ! ral 1 lons - Forei S n Commerce Weekly (May io, . 941 ), 

lact ” fZ wXTk' C ^ CW , ° rdcr in E “ro P c^An Accomplished 
1 act, Free World, No. 1, New York, October, 1941. 
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far as conditions of war permit. At the same time, the 
process of conquest is an instrument most apt for the 
achievement of this central aim. There are various 
important steps in the German effort to bring this new 
order ” into being. In the realm of territorial settlement, 
Austria, Bohemia and Moravia, western Poland, Alsace- 
Lorraine, and Luxemburg have been directly incorporated 
into Greater Germany. It does not, indeed, make any 
great economic difference whether a country is thus 
incorporated or is one of the occupied countries, or even 
a unit like unoccupied France or one of the remaining 
neutrals (though here the difference is greater), since 
on all of these the pressure of the German economy (and 
the dependence on it) is increasingly heavy. As has been 
explained in the previous chapter, the system of multi¬ 
lateral clearing agreements was introduced to enable 
Germany to exploit the European continent as her 
needs require. In practice, the German mark has been 
established as the continental standard, governing all 
currencies pegged to it and thereby regulating the price 
levels in various countries. By simply changing the 
exchange rate between the mark and other currencies, 
Germany can buy at lower prices and require other 
countries to pay higher prices—in other words, she can 
get more foreign goods and more foreign labour for less 
German goods and German labour. Even neutrals like 
Sweden and Switzerland have been brought into this 
system. The principles of the German war economy are 
all-embracing, affecting alike the regimentation of prices 
and wages and the adjustment of production and rationing 
of consumption. Customs barriers are adjusted or even 
wholly abolished to fit the German economic programme. 
As the war goes on, Germany aims to establish complete 
control over European industry and banking. She is 
therefore making strenuous efforts to achieve, by 
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seemingly legal means, an interest in the most important 
enterprises Various devices are employed to secure 
property belonging to conquered states—factories, banks 
orests, farms, and shipping companies. Some have been 
^tzed outright, others put under German management. 
The procedure of “ Aryanization ” (taking property from 
people considered non-Aryans in the German definition) 
has been followed in all countries in order to transfer 
important properties to German hands without any real 
compensation or countervalue. Heavy pressure has been 
used in many cases under other pretexts of various kinds 
as in acquiring French property in the Balkans. Payments 
have generally been made out of contributions extracted 
trom those countries as war indemnity or for some other 
reason : a country would in effect reduce its war repara¬ 
tions by surrendering its most important industrial and 
banking establishments. Thus a system of looting 
concealed by various legal pretences and titles is being 
used to pave the way for the German economic empire 
in Europe. Already the Germans have gained ownership 
or control of the most important industries and banks as 
well as of the whole monetary system ; they are trying by 

every means to establish this “ New Order ”, in order to 
present it as an accomplished fact. 

The question is, What does this “ new order ” mean 
from the point of view of a permanent solution ? It 
does not represent an organic or integrated agreement 
expressing the co-operation of nations ; it does not respect 
basic human rights. It claims to supply two important 
needs of the present system : the formation of a large 
economic unit that will make possible rationalized mass 

production and consumption, and economic security for 
all in the form of an assured occupation. 

The plan does not, of course, restore world political 
and economic balance or lay a foundation for peace. On 
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the contrary, it makes for continued war inside Europe 
and outside as well. • It projects a Europe self-sufficient 
as fai as possible, bargaining as one mighty unit with 
other regions. Its premise is thus that Europe can be so 
transformed as to form an autarchic entity. But the 
picture of European trade in 1937, or in any previous 
year when international economic co-operation was 
proceeding at a moderate pace, shows this premise to be 
false. It indicates clearly that Europe does not possess 
any real means of becoming a prosperous self-sufficient 
economy. To make this possible, parts of Russia, Africa, 
and Asia must be included. Even then, its success will 
depend upon Germany’s having time to organize and 
develop the whole economy, upon the extent of ersatz 
(substitutes) production, upon the standard of living 
which the nations will be both able to accept and willing 
to continue, upon Germany’s political ability to compel 
the states to co-operate—taking into account the whole 
policing system, and upon the responsiveness of other 
parts of the world in co-operating with a Europe 
dominated by the Nazis. 

It is certainly impossible to provide Europe, by 
domestic quantity production, with tropical products like 
coffee, cotton, cocoa, natural rubber, various fruits, and 
other colonial products. Nor are minerals such as tin 
and nickel available in Europe in any considerable 
quantity. But the figures for 1937 or for previous years 
cannot be used as a final basis since they represent the old 
“ static ” in contrast with the intended new “ dynamic ” 
order. There is no doubt that a certain increase in self- 
sufficiency can be achieved by local transfer of industry, 
by intensifying agriculture, by further extending pro¬ 
duction of substitutes, and by more closely regulating 
consumption, particularly if the important Russian 
areas are included. But this would involve a lowered 
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standard of living : on the whole the European nations 
would receive far less for their work than they had in 
the period of free international co-operation. 

The large German economic unit would, of course, 
be very powerful in bargaining in international trade* 
especially as it dealt with the smaller countries producing 
foodstuffs and raw materials that had previously been 
exported in great quantities to Europe and for which 
no other markets are available. The attempt would be 
made to impose trading terms upon all these smaller or 
weaker nations—that is, to repeat, especially in South 
America, the same policy of economic penetration which 
was pursued successfully in central and eastern Europe. 
As it was there impossible to deal on equal terms with 
Germany and at the same time preserve a free system of 
trade, so it would be impossible in dealings with a 
German-dominated Europe to maintain private and 

• - place of international co-opera- 

turn we should set the growth of economic control in 

areas hitherto free, and economic warfare would continue 

in even sharper degree. The trend is manifest in the 

blacklisting by the United States on July i 7) 1941, of 

certain firms in Central and South America : Americans 

are forbidden to trade with any firm on this list, in view 

of the affiliation with the interests of Germany or of 

countries dominated by her. This is a step in preventing 

Germany from securing in Central and South America 

footholds which would permit her in the future to 

continue the policy of economic penetration with all its 
ramifications. 

As knowledge of German trading methods is spread 
abroad, the opinion that free foreign trade for America 
is compatible with satisfactory dealings with a victorious 
Germany is held by fewer and fewer people : the number 
so minded is an increasingly slight minority. There is 


11 
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now a more or less general conviction that, should 
Germany win the war, even an economic unit as powerful 
as the United States would be able to trade with her 
only if measures of control were taken to defend American 
interests. 1 There are some optimists who do not believe 
that Germany can succeed in organizing Europe to a 
higher degree of self-sufficiency and that, in the end, 
overwhelming economic resources and a sounder economic 
policy must win out. Thfcy are satisfied that a victorious 
Germany will spontaneously change her system or be 
forced to change in due course of time. But anyone 
who knows the thorough consistency of the Nazi system 
will dismiss from consideration the possibility of a 
voluntary change : no permanent change in foreign 
trade or general economic policy is to be expected. It is 
possible that a change might be forced upon the Nazis 
by structural weaknesses or by their inability to police 
and govern the subject peoples. But to rely upon that 
possibility is to disregard the damage and suffering 
attendant upon the experiment involved in such a regime. 
We have seen already what the Nazis have done to the 
world and to the world economy in eight years. No one 
can even guess the extent of loss and destruction if the 
continent of Europe remains for a longer time under an 
economy so disturbing to the whole world and so likely 
to destroy the most important fundaments of future 

reconstruction. 

There is no real or permanent solution in Hitler’s 
“ new order ”. It achieves only the fulfilment of 
Germany’s desire to dominate ; its origins and motives 
are purely materialistic, in spite of the Nazi condemnation 
of “ materialistic ” capitalism. There is no higher idea 
in it than German advancement. It sees no freedom of 

1 See also Douglas Miller, You Can't Do Business with Hitler. Little, 
Brown & Company, Boston, 1941. 
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nations but only a primitive sort of autonomy. It 
guarantees no freedom of individuals, no assurance of 
basic human rights. Instead, it offers economic advan¬ 
tages within the managed German Grossraumwirtschaft in 
Europe, and a type of economic security and social 
justice promised to labour in return for the renunciation 
of freedom and essential rights. But even the most 
ingenious propaganda cannot prove that labour, by 
working in this German Empire trust, without freedom 
and with economic considerations subordinated to politics, 
will receive more than in a free world based on an 
international exchange of commodities and following 
fundamental economic principles. 

THE DEMOCRATIC PROGRAMME 

In opposing Germany’s plan for a European Gross¬ 
raumwirtschaft dominated by Germany and offering a 
type of economic security and social justice in place of 
the basic rights of free society, the democratic powers 
must work out a constructive platform which conforms 
to the real possibilities of the world economy and com¬ 
bines freedom, both of nations and individuals, with an 
improved economic organization in which the promise of 
social justice is more substantial. The task is not easy, 
but the democracies can call upon vast resources, political, 
economic, and social. It need not be pointed out that 
world economic resources are ample, that the basic 
problem is one of international economic organization, 
of transforming the technical possibilities of production 
so as to satisfy human needs. 

We must never forget this fundamental fact—there 
can be in the present world economy no satisfactory and 
lasting order which rests upon gross differences in levels 
of living among nations and within nations whose 
economies are highly developed. The war has shown 
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the inherent solidarity of the world economy, whether 
this is openly admitted or not. 

The crisis consequent on the technological revolution 
after the first World War and aggravated by the con¬ 
tracting effects of autarchic economic policies on both 
world and national economies is reminiscent—although 
its intensities and scope is obviously far greater—of the 
social crisis in the first half of the nineteenth century. 
That crisis was connected with the first technological 
revolution and was overcome only by an economic policy 
which encouraged the expansion of production and 
consumption, both nationally and internationally. Such 
a policy of expansion is the only solution of the present 
crisis—it must be taken up and promoted as our essential 
creed, our guiding idea. 

THE PROBLEM OF ECONOMIC DEMOCRACY AND SECURITY 

It is not my intention here to discuss the whole post-war 
reconstruction which will require a very detailed study. 

I shall mention only two important phases, connected 
especially with Europe. These are the much discussed 
topics of economic democracy and the formation of a 
United States of Europe—the first a problem in national 
economic control and unemployment, the other the 
problem of determining the position of the small states 
and the general reorganization of Europe. 

The problem of economic democracy and national 
economic control, long the subject of fundamental 
discussions, became acutely real when the world was 
confronted with the greatest unemployment of modern 
times, a total of thirty million unemployed. This unem¬ 
ployment afforded the Nazis a very important weapon in 
their propaganda for a promised new order which would 
wipe out the plutocratic corruption of existing capitalism. 
And the task of a modern state is very often conceived 
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as that of assuring full utilization of its human and 
material resources and maintaining a national income 
ol adequate dimensions. The question is whether this 
demand can be satisfied in a democratic system- 
further, whether such a demand is justified in a demo- 
cratic socmty and how far the society may go in answering 
it while maintaining its democratic basis. 

learly we must first determine what we shall include 
under the notion of a democratic regime. Every definition 
changes with time, save for its most essential elements. 
What then is essential for democracy ? We know it is 
not a form of government, not a definite system for 
holding elections. Rather, it is the principle of freedom, 
respect for and assurance of basic human rights 

i nC ,h dl r g I?" 131 " P rinci P les of economic organization, 
think that the content of modern democracy was 

extremely well formulated by President Roosevelt, who 

gave as its essentials freedom of speech, of press, and 

ol religion, freedom from want, and from fear.' I do 

not accept the identification of democracy with the 

economic system of liberal capitalism ; nor do I believe 

lat democracy will necessarily give way to a totalitarian 

egimc if economic life is subjected to a certain form of 

central control or planning. But equally I refuse to 

eheve that it is possible to retain democracy and freedom 

together with a totalitarian management of the economic 

sys em > exce pt> of course, in emergency or war. 

I hose . who oppose state interference and favour the 
au omatic working of economic forces overlook the fact 
that a modern national economy is subject to such 
controls, of private and public varieties, that the free play 
of automatic forces has very largely disappeared. The 

as saying (kj n ht a J I? thc Economist (December 28, 1940), p. 789, 

governments ought to be To ^ ^ a ‘ m and purpOSC of al1 

all the free voluntary acdvitieJ of r^n fre 'j d ° m ’ l ° encou r a S e aild Protect 

y uvities 01 men and women in society . 
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control is not developed by the state alone : within the 
sphere of private economy there has been built up a 
system of administration which has worked to establish 
prices with increasing inflexibility. One could speak, in 
many countries, of privately administered wages and 
prices. Large concentrations of industrial production, 
due to technical development, have created over and 
above natural or technical monopolies a trend toward 
economic monopoly. The industrial agreements involved 
in mass production brought with them a decline in 
efficient competition ; complexities developed in the 
adjustment of production, prices, and wages. And when, 
under the impact of the world crisis, private economy 
proved unable to cope with the emergency as quickly as 
was necessary, it was in fact the development of rigidity 
within private industry rather than the often assailed 
state interference that delayed the process of re-adjust¬ 
ment. It was truly said that “ Individual action cannot 
plan security for all or control the trade cycles . ^ 

In the great crisis of “ scarcity in the midst of plenty ”, 
there was much opposition in European countries between 
the advocates of extensive planning and the defenders 
of free economy. It became clear that the normal 
administration in a parliamentary democracy was neither 
able nor equipped to meet the situation. Nor could 
either of the basic economic groups exercise the 
proper control—capital, though still an important factor 
in economic life, was without direct political influence, 
and labour had neither direct representation nor respon¬ 
sibility in the direction of economic life. That period in 
which the state tried to attack the economic crisis by an 
active business cycle policy was far from happy. On all 
sides it was urged that direction of economic matters be 
taken out of politics and placed in the hands of 

1 Economist (December 28, 1940), p. 790. 
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independent agencies; experience had shown that political 
parties tried to impose their particular interests upon the 
administration in specific economic decisions. The 
combination of administrative complexity and party 
interest was thought insurmountable, and the fear grew 
steadily that planning of a political type would not solve 
the vital problems of production, trade, and employment. 
It was predicted that such planning, if extended to the 
more important sectors of economic and social life, would, 
rather, become authoritarian and end in the complete 
suppression of freedom. I think that the experience of 
the democracies during the past decade in extensive 
planning and managing of national economy may 
provide a very good basis for determining the limits and 
methods for democratic control and planning in general. 

Gei many, of course, solved the problem of unemploy¬ 
ment in totalitarian fashion by putting her entire economy 
on a war basis in time of peace and by introducing, in 
later stages, the extreme expedient of compulsorylabour. 
It is obvious that if there is one practically unlimited goal 
for the system of production, full production will be 
carried on as is the normal condition in total war. 
But I do not accept the conclusion that the war economy 
demonstrates the possibility of achieving full employment 
by direct government management of production and 
consumption or that the new system of direct economic 
management has settled the difficult question of the 
proper ratio between consumption and investment by 

giving the government absolute control over the economic 
machine. 1 

Although there may be a post-war period of recon¬ 
struction during which the government will direct great 
segments of national production (as the building activity 

• u Se 5 . Pc w r F *. Drucker > “ Must a War Economy Be Permanent ? ” 
in Harper s Magazine (May, 1941), pp . 569-77. 
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in Great Britain), I doubt whether such commandeering 
can continue permanently in peacetime within a 
democratic regime. It is only in the face of tasks of 
wartime dimensions that a democracy can assign such 
powers to government. We know of such comprehensive 
planning and of determination by government of the 
ratio between consumption and investment—in Russia. 
But how could such complete management of production 
be harmonized with freedom of initiative and enterprise 
and with freedom of occupation ? And in addition to 
this primary problem how could a comprehensive blue¬ 
print be worked out for the whole complicated machine 
of modern industry, whose productive activities are now 
so highly concentrated ? A dynamic life would be 
governed and hampered by a static administration. The 
example of government interference in many European 
countries is not encouraging ; administration has become 
vastly complex and an increased amount of unproductive 
effort has been expended in public as well as in private 
life. It is obvious that such an enormous concentration 
of economic power would entail undesirable political 
consequences, more serious in fact than the difficulties 
which the government has been assigned to remove. 
The problem needs a thorough analysis in its most basic 
terms and in the light of the experience of the past decade. 
In my opinion, Henry M. Wriston is entirely correct in 
saying “ Economic dictatorship does not and indeed 
cannot stop with economic matters. If political power 
can commandeer productive energies it may, indeed it 
must, control all energies.” 1 It is unrealistic to imagine 
that political control based on general elections can be 
of itself effective. 

To meet the demand upon them the democracies must 

1 Henry M. Wriston, Prepare for Peace (Harper & Brothers, New York, 
1941), p. 256. 
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elaborate some plan at once feasible and in line with their 
evolution. It is obvious that the problem of mass 
emplo y me nt including the problem of youth, must be 
attacked and organically solved. But very general 
problems arise : if we acknowledge as our basic principle 

cor e eVe T ne Z 3 rigHt t0 3 j ° b > We must asse rt a 

corresponding duty to accept what jobs are offered- 
freedom must be weighed against control, and so on. 

1 he democratic answer to the basic offer of political 
and economic order must be : order and wealth order 
and liberty.- The problem is the object of active dis- 
cussion in Great Britain, and it is very significant that 
the discussion proceeds from the basis of a sound pro¬ 
file oW » V °l U ‘ 10n , whlch att enapts to graft the new upon 
old. Thus discussion of the problem comes to 

examination of the ultimate limits of economic planning 
withm a democratic regime. The general principle may 
e asserted that these limits are found at the point wherf 
it becomes impossible or extremely difficult to reach the 
agreement which forms a basis for the policy of the 
democratic state As a rule, an active business-cycles 
policy attended by a certain degree of planning has been 
accepted as falling within the limits of the modern state’s 

a C nT r 0 rTr. PO T r ' A f Jciated with this has been monetary 

thU Z l P 7 a " d pubHc finance ’ The conception of 
this last has, indeed, undergone profound changes during 

he last ten or fifteen years, as it has become understood 

c a n^ 7 " thc essential P r °blem and finance 
technical and secondary to it (however difficult it may be 

,94, BritiS h Forri S n S ««‘ary Anthony Eden in his speech on May a 9 , 

(Macmihan^London" Sr 7 Kra * Toda > T — 

(Penguim, I^„Xn "qaol 9 Fra^c f w n aSlU ' Do W ‘ C ° F,om H ‘" ? 

London, 1940) and r b Revolution (Routledge, 

others (kofflge,tond^^7 Y ’ Nic ° h0 "’ Colc ’ and 
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in fact to provide the appropriate financial organization). 
A general interference with actual and potentia 
monopolies is also recognized and favoured, although this 
policy must be so shaped as not to prevent new technical 
developments, which themselves act to fight and break 
down monopolies. It is in the nature of technical 
production that large-scale concentrations are constantly 
broken down by the establishment of new small plants. 
And finally, a comprehensive system of social security 
is acknowledged to be essential to modern governmental 
activity. The question of what kinds of enterprise are to 
be subject to direct state control or property is not, of 
course, exactly the same for all states ; the answer must 
vary according to historical and local factors. In genera , 
the less developed and industrialized the national 
economy, the less the state interference that is regarded as 

necessary and useful. . 

All the above-mentioned measures of state econom 

policy are alike in that they lie in the field of general 
planning. They do not enter the region of detailed 
planning in which a democracy is bound to encounter 
real difficulties. They involve, at most, general directions 
or general prohibitions issued by government, applying 
equally to all persons. When on the other hand govern¬ 
ment attempts to determine and administer detailed 
matters of production, consumption, or trade, it finds 
itself without any real basis for a proper decision, without 
what F. von Hayek calls “ the detailed code of values . 
In that case there is great danger of arbitrary decisions 
and a tendency to expand planning to new spheres on 
the theory that its success depends upon its completeness 
and comprehensiveness. 

i C D H Cole says, in Programme for Victory, p. 104 : 

,o bSc?ncom« on wh* we /an produce, instead of limiting production 

to what incomes can buy. 
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I believe that if the state limits its interference to 
general control (that is, mainly to the problem of business 
cycles and of unemployment), the major part of economic 
Hie can remain unregulated and unmanaged, except as 
direction follows naturally from the play of private 
enterprise and free initiative.- This negotiated free 
economy can again be developed in a dynamic fashion 
and can, as a general expanding tendency is resumed 
dispose of the structural bottleneck of technological 
unemployment more quickly than could an extensive 
overall planning. And such a negotiated, disciplined 
tree economy will more readily conduce to a new social 
equilibrium in which labour finds its proper status, 
capital is accorded its appropriate influence upon political 
ne, and the profit motive is sufficiently co-ordinated to 
harmonize with the demands of the general welfare. 

RECONSTRUCTION OF EUROPE 

For the reconstruction of Europe the formation of 
the United States of Europe as one large economic unit 
has been frequently proposed. But such a unit, regard¬ 
less of its immediate utility or its likelihood in the near 
luture, does not constitute a solution of Europe’s position 
in the world economy. As I have already pointed out 

urope is, as a whole, dependent upon the import of 

ood and raw materials from other territories. This 

situation is not met by the creation of a European 

unit, unless a policy of self-sufficiency, with its 

attendant decline in the standard of living, is to be 
maintained. 

The position of Europe is determined by her structure, 
population, and traditions, all of which are adjusted to 
exc anging manufactured goods and services for raw 
materials, foodstuffs, and other goods. The interests of 
the world economy require that she continue in this role ; 
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and only in a revival of economic expansion on a world 
basis can a real solution for Europe be worked out. 

We here encounter, it is true, various objections 
centring about the theory of the declining importance of 
foreign trade and the related theory of economic maturity 
which some countries at present are thought to have 
attained. Both of these emphasize only static elements : 
they resemble the conception of the totally planned 
economy in not granting sufficient weight to the dynamic 
and flexible aspects of the European economy. The 
theory of maturity, in its assertion that there is no more 
free land to be cultivated, that the greatest technical 
achievements have already been performed, the largest 
investments already made, and in its conclusion that any 
further development must be very slow, is directly at odds 
with the policy of international co-operation, of mutual 
stimulation, of encouraging the ever fresh energies of free 
initiative : it offers only an isolationist and static economic 
view. The state of maturity which it describes cannot 
be regarded as the necessary result of the structure of the 
national economies but only as the outcome of a temporary 
and isolated bottleneck situation, which has arisen from 
a particular national and international economic policy. 

The theory of the declining importance of foreign 
trade was much influenced by the German doctrine 
underlying the policy of self-sufficiency. This doctrine 
urges the procedure of completing the national economy 
as the proper basis for foreign trade, with deliberate 
restrictions upon exchange of commodities, instead of 
permitting foreign trade and the national economy to 
develop, as experience has shown they will, by their 
mutual interplay. As a national economy reaches a 
higher stage of general economic activity, the new needs 
that are created stimulate equally production and con¬ 
sumption ; in such an expansion the impact of free 
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mitiatwe results in a foreign trade of corresponding 
itality. It would be over pessimistic to believe that 

» X _ ^ ^ ^ T i _ stage of static 

maturity. In point of fact, this theory of declining 

toreign trade and of comprehensive planning with a view 

to a completed economy is very dangerous. Control of 

oreign trade, as the experience of the last decades 

teaches us, is always under pressure to admit only goods 

considered necessary to the importing nation. It is 

certain to reflect the influence of competitors and in 

general its effect has been to contract the volume of 
international trade. 1 

The development of foreign trade is a matter not only 

cu XP i° rtmg maSS P roducts in ^turn for the materials 
oi backward areas. Psychological and technical shackles 

ave been imposed during the past decades to impede 

rade between highly developed countries ; were foreign 

ra e iberated from these the possibilities in terms of 

new needs and new exchange are very great. Only in 

„ a ncw ex P a nsion of foreign trade can the position of 

the European Continent be made secure, even though 

this conclusion requires discarding many notions of recent 

years and returning to examination of the essential 

ea ures o Europe s place in world economy. Co-opera- 

tion with other continents, and especially with the British 

Commonwealth and the United States, is fundamental to 

any further progress in Europe, and so, in part, to the 
world economy at large. 

When I say that the United States of Europe does 
ot in itself offer a solution to the real problem, I do not 
cn to a vocate a return to the status quo of before 

trade the moUvaHnaf 03 * a . udl ° r * t > r becomes the principal in international 

nature from°the 3 State*anH Z**' trad ?/ eas <* to be economy ; it takes its 
p. 94. 5tatC and becomes political.” Wriston, Prepare for Peace, 
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the outbreak of war. The war economy now maintained 
by Germany will, of course, dislocate production severely 
and, further, will create many ultimately unproductive 
facilities, which can be carried on only at a great waste 
of both labour and capital. But it may exert in some 
measure an integrating influence, both psychological and 
economic, on the European reconstruction. It is quite 
possible that such integrating influence will be effective in 
levelling prices and the cost of production and also in the 
monetary system. The elimination of different levels in 
production and in the independent monetary units may 
well facilitate, later on, the formation of larger economic 

units. 

The problem of the small states in Europe is, of course, 
very important. The system of collective security failed, 
and confidence in a new system of similar nature will not 
be easily developed. The war showed very plainly the 
economic, political, and military weakness of the small 
states in a total war with a great power ; this experience 
may be the most compelling reason for a closer associa¬ 
tion of the smaller states. On the other hand, the demand 
for larger economic units will become less intense as 
international exchange of commodities returns to a more 
liberal basis and counteracts the centralizing tendency 
inherent in the technical character of present industrial 
production. The problem is more pressing in central and 
eastern Europe than in the West. A first step has already 
been taken in the form of an agreement between the 
Czechoslovak and Polish governments concluded in 
November 1940, looking to a close co-operation in the 
political as well as the economic field ; the precise form 
has yet to be worked out. It is expected that other 
nations in this part of Europe will join in this basic 
agreement, and we may hope that the bitter experience 
of recent years may help to diminish the exaggerated 
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nationalism which has done so much damage in the 
economic as well as the political field. 

When we ask what type of unit may be best for these 
states, we must reply in terms of a certain similarity of 
economic and social structure and a basic conformity in 
political ideas. The same considerations will determine 
its torn—whether customs union, or a closer economic 

r Ir l common or Rusted monetary system, and 
so on. Without a detailed analysis, it appears that an 

r 7 ", C g^up might be formed including Austria, 
Czechoslovakia, Hungary, Poland, Rumania, and Yugo- 

strncmr aSS r m « ng ChangeS in the P° liticaI and soc i a l 

structure of Hungary and Rumania, and of Poland in 

nf^L S j UCh , a gr0Up WOuld muster a population 

of about a hundred million and could present a strong 

economic front. The addition of Switzerland would 

f S lo n i “ C ° nsiderab 'y- What is of prime importance 
is that no large power should be a member of such a unit. 

similar unit might be formed by the so-called Oslo 
ErlTnds ^ thC Scandi " avia " countries and The 

eastern P F° bIem agricultural export from central and 

cSs wmnT’ ugh very difficult durin s the last 

crisis, will not present serious complexities in the years 
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whole, deficient in agricultural production. Subsequently 
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The problem of Germany will not be easy. Europe 
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obviously needs Germany, both as producer and as 
consumer, but German foreign relations will be very 
delicate. The experience of dealing with Germany, in 
politics as well as in economic activity, will not be 
forgotten—the broken promises, the friends whose 
business was employed in the service of the Nazis, the 
hatred, sowed by Germany, that has taken root. It is 
questionable whether people in general will accept the 
widely spread thesis distinguishing the Nazis from the 
Germans—and those who reject the thesis can hardly be 
blamed. 

Russia offers another great problem. Co-operation 
between her and the rest of Europe, which was con¬ 
spicuously lacking after the last war, may be of great 
importance to the recovery of the European economy. 
We may hope that out of the present military co-operation 
may come some kind of adjustment in the Russian 
economic regime, tending to restore the trend toward 
economic democracy which Russian communism once 
promised and which has been revived piecemeal since 
1938. A democratic victory in the present conflict will 
so implement the psychological momentum of the 
democratic cause that Russia will not be sufficiently 
strong to resist the pressure of such an adjustment. 

The projected economic co-operation of the smaller 
states will be so close as to require a certain limitation of 
their sovereignty ; as in the national economy the process 
of democracy calls for some restrictions on economic 
liberty, so in international affairs freedom must also be 
subjected to some co-operative controls. Even the great 
powers must themselves acknowledge such controls if 
a new organization of the world economy is to be worked 
out. 

It is my conviction that it would be in the interest of 
future European organization to have the peace treaties 
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th the mechanism for putting them into effect. This 

2“ C ° Ul ;* be related t0 th e various international 
mstttutions which we may expect to issue from the peace 

and from the new efforts at world economic reconstruc- 

on The automatic functioning of the world economy 

winch prevailed before , 9 t 4 must be replaced by an 

orgamzed co-operation, in regard to credit and inter- 

ationa 1 finance, in the development of backward areas 

n control of raw materials, and so on. All of this Z- 

facmrsl 1 "^ * , 7 ' S ° Hdarity ° f al ‘ the ^porfant 
factors in the world economy, with the United States 

assuming such responsibility as is appropriate to 

economic and political power. 


period of transition 

transition^ f* *** a th ° r ° Ugh anal >' sis of ‘he period of 
ST War ' t0 Peace - ,ime «onomy. It is probable 
lead ,h eX P enenCe . "hleh followed the last war wilt 

a phase of general transit ^" 
dbdohned War eC ° n0my mUSt be c hanged^to a’ frte 

part r i na ii° nad ^ a °^ g ^''^ ZedCa ” dI p^ a, ‘"^ dU< ^" 0 Peratton >rt Of 

s?==■; 

Mi’n O h Th t t“ dV b "" “”«'V 

thToliacTc, T';' p :r ”/ h “> ”” • 

“n'° V V “X toiot y " 

and income "ha^ been'devof^f f r °P° nion of production 

- Xe no e “"dS; “rSl^eSS 


12 



150 From War to Peace 

devastation, providing the social order is preserved. The 
modern economic system is extremely efficient in meeting 
a demand for commodities. We must, of course, suppose 
that the United States and the British Empire will be 
at this time leading in the task of European reconstruction, 
imposing sound principles of economic co-operation and 
realities and laying the foundations for permanent 
institutions of international harmony. 1 

The present war has not created any great interna¬ 
tional war debts to plague the post-war settlement. The 
relation between the United States and Great Britain 
has been resolved in very economical and ingenious 
fashion by the Lend-Lease Bill, which carries in its 
provisions a general moral for the problem of post-wai 
transfers. Europe will, of course, need large supplies of 
raw materials and food ; and to secure these she must 
have some sort of foreign credit. But we do not expect 
an expansion of credit such as took place in the twenties, 
since a reorganized world economy will be able to profit 
by the knowledge we have acquired of the 1 elation 
between foreign debts and the exchange of goods and 
services as well as of the purposes which foreign ci edits 
can properly serve. Furthermore, after the period of 
transition, Europe will need foreign credits in any great 
amount only for the monetary reconstruction, as the 
balance of payment, exclusive of the balance of trade, 
should present in a longer run no tremendous difficulty , 
the economic possibilities of many European countries 

1 In a speech on May 29, 1941, Mr. Eden said : “It will be our wish 
to work with others to prevent starvation in the post-armistice period, 
currency disorders throughout Europe, and wide fluctuations of employ¬ 
ment, markets, and prices, which were the cause of such misery in the 
twenty years between the two wars. The British Empire will actual > 
possess, overseas, enormous stocks of food and materials which we are 
accumulating so as to ease the problems of overseas producers during the 
war and of reconstructed Europe after the war.” (From the New xor' 
Herald-Tribune , May 30, 1941, p. 0.) 
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have been underestimated. 1 'I shall not take up the 
problem of the enormous new war debts ; these arc in 
the main national debts with a low interest rate. They 
will present a very difficult task but one by no means 
impossible to achieve in an evolutionary fashion, as 
economic expansion is renewed. 

The period of transition must see, among other projects, 
preparation for co-operation with Germany and the 
establishment of a basis for future institutional controls. 
Of primary importance among these will be the regula¬ 
tion of any measures which might be employed for the 
prevention of future economic aggression even in its 
early stage ; regulation of armament production will 
certainly be necessary. It may also prove desirable to 
exclude from the process of co-operation in any important 
economic field (railway, post and telegraph, monetary 
relations, etc.) any state which alters its economy to 
prepare for such an aggression, as did Germany in 1933. 

I do not deny that the whole is an enormous task. It 
can be carried out only if the great world powers 
co-operate, in full recognition of the world’s solidarity 
and of their common responsibility. They have at their 
disposal adequate resources in the highly efficient 
apparatus of the modern economy. The organization 
must be found. A new creed, positive and optimistic, 
must be formulated and broadcast, expressing conviction 
in the dynamic forces of an expanding economy and in 
the free initiative and voluntary controls central to 
democracy. The various political, social, economic, and 

1 According to Clcona Lewis, Nazi Europe and World Trade , p. 137, 
European investments in 1937 in the United States amounted to 
>000,000 and total investments outside of Europe to $3,250,000,000. 
American investments in Europe came to $2,049,000,000 and total 
American investments abroad to $4,900,000,000 (Europe is understood 
here as Nazi Europe, and docs not include Great Britain.) 
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spiritual values of human life must be co-ordinated : the 
necessity of discipline, of sacrifice, of duties correlative 
with rights, must be made obvious. The experience of 
the world economy in the past twenty years must be 
viewed not as a revolutionary alteration in all that had 
been before but as a step in the return to the old simple 
truths such as respect for basic human rights. The 
principle of legality must be made to prevail again, to 
order the proper status of men in economic life. 

The defeat of the totalitarian powers which have 
mobilized all available forces in an effort to suppress 
freedom will afford the greatest possible support to 
believers in economic freedom. Society may truly look 
to the human being as its central concern, instead of to 
the omnipotent state in which he is only an item in a 
total plan. It will not be easy to organize social evolution 
so as to overcome the various obstacles that confront 
political and economic democracy. In the assembling of 
economic resources to meet the economic needs every 
country must play its proper part. Only in a co-operative 
policy which liberates the expanding economic forces and 
avoids contracting measures can the economic way out 
be found. 
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